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2004 2003  Change
EEEE For the year HKS$m HK$m %
MR EE SR &5 F Operating profit before provisions 11,830 11,475 3.1
EEER Operating profit 12,644 10,683 18.4
BRILATE T Profit before tax 13,367 11,137 20.0
BRERHH Attributable profit 11,395 9,539 19.5
=106 Per share HK$ HKS %
BRAEF Earnings per share 5.96 4.99 19.4
TR E Dividends per share 5.20 4.90 6.1
REHZR At year-end

HK$m HK$m %

BRER Shareholders’ funds 43,185 39,641 8.9
MEE Total assets 548,625 502,959 9.1

HK$ HK$ %
BREEFE Net asset value per share 23.03 21.07 9.3
oz Ratios % %
PFLHE For the year
FHREESEHE Return on average shareholders’ funds 27.6 23.4
BB A L Cost:income ratio 26.3 254
FHRBERLE Average liquidity ratio 47.2 46.2
REHH At year-end
BE AR & Total capital ratio* 12.0 13.2
E—RERLE Tier 1 capital ratio* 10.8 11.3

*ERLECRBEERSHEE
PzEEBETMRNEHEES
FRmERR -

* The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary
Authority guideline under the Supervisory Policy Manual.
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2004 2003 2002 2001 2000
2ELEHE For the year HKSbn  HKSbn  HK$bn  HK$bn  HK$bn
EERT Operating profit 12.6 10.7 10.7 11.1 1.3
BRI R Profit before tax 13.4 11.1 11.2 11.5 11.7
AR R BTS2 A Attributable profit 11.4 9.5 9.9 10.1 10.0
REEH At year-end HK$bn HK$bn HX$bn HK$bn HK$bn
BEES Shareholders’ funds 43.2 39.6 431 45.1 459
BB Issued and paid up capital 9.6 9.6 9.6 9.6 9.6
BEE Total assets 548.6 503.0 4747 474.8 500.8
FRE Per share HK$ HK$ HK$ HK$ HKS
SIRAF| Earnings per share 5.96 4.99 5.19 5.29 5.24
FhzgR B Dividends per share 5.20 4.90 5.40% 4.90 4.80
= Ratios % % % % %
BRiEFERRERCRE Post-tax return on average

shareholders’ funds 27.6 23.4 231 23.0 22.7
BB ETHeEERRE Post-tax return on average

total assets 2.2 2.0 2.1 21 2.1
B & Capital ratios
- Bt E — Total ratio* 12.0 13.2 14.2 15.3 15.3
- B E- ~ Tier 1 ratio* 10.8 11.3 11.9 12.3 11.9
B E UL ALLE Cost:income ratio 26.3 25.4 25.4 26.3 24.4

f A - TT SRR
TREEEA -

* BAREEREEELRER
BreEEREFRAEHERE
HRTIERE o

# including speciat interim dividend of HK$0.50 per share for 2002.

* The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary
Authority guideline under the Supervisory Policy Manual.

Ef BREERKBRRES BREMNEKE
Results Total Assets and Shareholders’ Funds Per Share Earnings and Dividends
BT BT BOE AT
HK$bn HK$bn In Percentage HKS
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o]] N 02 03 04 00 01 04
BERES AR @ BAE D BRARE
= Attributable Profit Total Assets Dividends Per Share
O 28585 D BRES [ SRR R

Operating Profit

Shareholders’ Funds
O BRETHRFEASQRE
Post-tax Return on Average Shareholders’ Funds

Special interim Dividend Per Share
O shRERN

Earnings Per Share
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" Hang Seng begins offering renminbi services at its

Shenzhen Branch to foreign passport holders;
foreign-invested enterprises; and citizens of Hong
Kong, Macau and Taiwan.

Renminbi services, including deposits, exchange and

remittances, are introduced in Hong Kong branches
of Hang Seng.

Hang Seng’s first Macau branch is officially opened
10 serve the trade finance needs of customers.

Shenzhen Branch receives approval to offer renminbi

services to:domestic companies in the Mainland.

Hang Seng becomes the first bank in Hong Kong to
sign a Delegated Underwriting Arrangement with
Hong Kong Mortgage Corporation, enabling the
Bank to offer expedited mortgage services.

Hang Seng completes its 15.98% acquisition of
Industrial Bank after making a payment of RMB1,726
million (approximately HK$1,626 million) in April.

A first interim dividend of HK$1.10 per share is paid
under the Bank’s new programme of quarterly
dividends.

Hang Seng receives QFIl Investment Quota, allowing
the Bank to begin investing in the Mainland stock
market and develop A-share related services.

Hang Seng receives approval to open a sub-branch
in Shenzhen.

An Online Warrant Supermarket is introduced to help
investors make informed investment decisions in
trading warrants.

Launch of “A Share Investment Services” enables
Hong Kong and overseas investors to invest directly
in A shares and related investments in mainland China,
after the Bank receives a QFll investment quota.

SEP

TN

NOV

i S

Fuzhou branch receives approval to offer renminbi
services to foreign passport holders; foreign-invested
enterprises; and citizens of Hong Kong, Macau and
Taiwan.

Hang Seng Investment launches Hang Seng Index
Exchange Traded Fund.

Eight Hong Kong Olympic athletes are awarded a
total of HK$1.56 million under the Hang Seng Athlete
Incentive Awards Scheme for their outstanding
performance at the 2004 Athens games.

Twelve disabled athletes from Hong Kong are
awarded a total of HK$962,000 for their outstanding
performance at the Paralympic Games in Athens.

New sub-branch opens in Gubei, Shanghai.b

Hang Seng Investment launches Hang Seng Hong
Kong Property Equity Fund.

New renminbi credit card is issued for frequent
travellers to the Mainland.

Express Loan Centres are opened in four MTR stations.

Hang Seng receives approval from the China Banking
Regulatory Commission to start preparation work for
opening a new branch in Beijing.

Equity Linked Investment products are launched.

Hang Seng Bank’s strategic partner, Industrial Bank,
introduces its first international dual currency credit
card bearing the Hang Seng logo.

The “Hang Seng ‘M.I. Kid" World-Record 'Orkidstra’”
event is held — over 6,000 primary and secondary
school children set a new Guinness World Record
for the largest number of people playing the recorder
simultaneously in one location.
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Named "Best Domestic Bank in Hong Kong” by The Asset
magazine for the fifth consecutive year.

Won the Reader’s Digest SuperBrands Gold Award in
the Banking category for Quality, Value, Trustworthiness,
Strong Image and Understanding of Customer Needs.

Named a Caring Company by the Hong Kong Council
of Social Service.

Won the Hong Kong Award for Services: Customer
Service Award from the Hong Kong Retail Management
Association.

Won a Gold award in the 6th China Golden Awards for
Excellence in Public Relations by the China International
Public Relations Association for the “Hang Seng Bank -
Help The Police Fight Youth Crime Competition 2002".

Won a Bronze Award for the Bank's 2003 Annual Report
in the 2004 Hong Kong Management Association Best
Annual Reports Competition.

Won a Bronze Award for the Bank’s 2003 Annual Report
in the 2004 international ARC Awards Competition.

Ranked No. 1 in FinanceAsia’s Asia’s Best Companies
2004 poll in the Most Committed to Strong Dividend
Policy category.

Named the Best Overall Domestic Bank in Hong Kong in
Asiamoney’s 2004 Cash Management Poll.

Named the Best Overall Domestic/Local FX Bank in Hong
Kong in Asiamoney’s 14th Annual FX Poll.

Ranked by Yazhou Zhoukan in its Asia Banks 300 survey
as No. 5 for profits and No. 8 for return on assets among
all banks in Asia.

Ranked No. 195 in the BusinessWeek Global 1000 in
terms of market capitalisation as at 30 May 2004,

Affirmed by Moody's Investors Service: long-term foreign
currency deposit rating of A1 (constrained by the Hong
Kong Special Administrative Region’s country ceiling);
long-term local currency deposit rating of Aa3; short-
term local currency deposit rating of Prime 1; short-term
foreign currency deposit rating of Prime 1; and Bank
Financial Strength Rating of B — the highest rating among
Moody's rated Hong Kong banks.

Affirmed Individual rating of A/B and Support rating of
1 by Fitch.

Affirmed the Api credit rating by Standard & Poor’s, the
highest rating based on public information for banks in
Hong Kong.

(Left) Sealing the deal — Mr Vincent
Cheng presents a cheque to Mr Gao
Jianping of industrial Bank to mark
the beginning of Hang Seng’s
partnership.

(Middfe) Hang Seng opens its
second Shanghai sub-branch in
Gubei, further strengthening the
Bank's network in the Yangtze River
Delta.

(Right) History in the making - the
“Hang Seng 'M.1. Kid" World-Record
‘Orkidstra’” sets a new Guinness
World Record.
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In this annual report — my last
as Chairman of Hang Seng
Bank — | am pleased to inform
you that our Bank registered
record results in 2004,

Attributable profit grew by
19.5% to a record HK$11,395
million. This was supported by
a rise in other operating
income of 22.4%, as well as
a release of provisions for bad and doubtful debts. Even if
we exclude the impact of the release in general provisions
and the related deferred taxation, attributable profit
increased by HK$1,191 million, or 12.5%.

Earnings per share for the year increased to HK$5.96, up
19.4% on 2003. We achieved a record return on average
shareholders’ funds of 27.6%, compared with 23.4% the
year before.

Hang Seng’s encouraging performance was underpinned by
Hong Keng's robust economic recovery, which was driven
by an increase in re-export trade, the rebounding property
market and a surge in inbound tourist numbers. Other
contributing factors included our solid asset base, strict
financial discipline, a customer-focused service culture, high
operating efficiency and more innovative products that met
customer needs.

The year under review was the first under the Bank’s new
programme of quarterly dividends for our shareholders.
Accordingly, three dividends of HK$1.10 per share each were
declared together with a fourth dividend of HK$1.90 per
share, bringing the total for the year to HK$5.20 per share.
This was a 6% increase over the HK$4.90 per share in 2003.

6 Hang Seng Bank

GROWTH IN THE MAINLAND

Our total investment in the Mainland, including our own
branch network, currently stands at about RMB3 billion. We
made significant progress in our development with the
completion in May of our acquisition of a 15.98% interest
in Industrial Bank Co Ltd. for a consideration of RMB1,726
million. With representation on both industrial Bank’s Board
and Executive Committee, we look forward to further co-
operation with Industrial Bank.

We are well positioned to capitalise on growth opportunities
arising from the liberalisation of the Mainland financial
markets.

We will also examine other opportunities for strategic and
organic growth, such as investments in non-bank financial
institutions and the addition of more service outlets in
the Mainland.

ACKNOWLEDGMENTS

After serving as Hang Seng’s Chairman since 1998, | will be
retiring at the conclusion of the Annual General meeting
on 21 April 2005. Mr Michael Smith will take over as
Chairman on 22 April 2005 while remaining as the President
and Chief Executive Officer of The Hongkong and Shanghai
Banking Corporation Limited.

Mr Vincent Cheng will step down as Vice-Chairman and
Chief Executive of Hang Seng on 25 May 2005 to succeed
me as the Chairman of The Hongkong and Shanghai Banking
Corporation Limited. Mr Cheng’s position at Hang Seng will
be taken over by Mr Raymond Or on 25 May 2005.



Mr Roger Luk ceased to be Managing Director and Deputy
Chief Executive of Hang Seng on 6 December and will retire
from the Bank on 1 May 2005. On behalf of the Board, |
would like to thank him for his 30 years of service and
contribution to the Bank.

Mr Joseph Poon became Executive Director and Deputy Chief
Executive of Hang Seng on 7 December 2004. Mr Poon was
previously Senior Executive, Commercial Banking, of The
Hongkong and Shanghai Banking Corporation Limited.

Mr W K Mok, former Managing Director and General
Manager, and Head of Wealth Management of Hang Seng,
was appeinted Managing Director and Chief Operating
Officer with effect from 1 January 2005.

Mr William Leung, former Deputy General Manager and
Deputy Head of Commercial Banking of Hang Seng, was
promoted to General Manager and Head of Wealth
Management on 1 January 2005.

| would like to take this opportunity to pay a special tribute
to Dr Ho Tim, who passed away on 6 November 2004,
Or Ho, who joined Hang Seng in 1933, was one of the Bank’s
Honorary Senior Advisors and a man whose dedication to
the Bank was matched only by his vision and generosity of
spirit. A pioneer of Hong Kong banking, he will be missed
by all who knew and worked with him.

It has been an honour and a pleasure for me to serve as the
Chairman of Hang Seng over the past seven years, and |
would like to thank the Board and the management and
staff of the Bank for their many invaluable contributions
and unfailing support. | would also like to wish Mr Smith
and Mr Or every success in their new roles.

On behalf of the Directors, | would like to express our
appreciation to all staff for their dedication and hard work.
After a three-year salary freeze, the Board approved a budget
of 2.75% of total payroll for a general salary increase to
staff, which took effect in January 2005.

THE YEAR AHEAD

The economy in Hong Kong improved significantly as pent-
up demand fuelled a sharp revival in spending.

The year ahead, however, will pose a number of challenges,
including slower growth in the United States and Japan,
continued macroeconomic controls in the Mainland and
rising US interest rates. For the banking industry, the major
challenge will be to secure growth in the face of sustained
margin pressure and intense competition.

In Hong Kong the economy is expected to grow steadily in
2005, underpinned by our closer economic relationship with
the Mainland. With Hang Seng’s strong asset quality, sound
financial position and growing wealth management
capabilities, we will continue to deliver value to our
shareholders and customers.

[
David Eldon

Chairman

Hong Kong, 28 February 2005
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CORPORATE GOVERNANCE

The Bank is committed to high standards of corporate
governance and has followed the module on “Corporate
Governance of Locally Incorporated Authorised Institutions”
under the Supervisory Policy Manual issued by the Hong
Kong Monetary Authority in September 2001. The Bank has
also complied with the Code of Best Practice adopted by
the Bank, which includes all the guidelines set out in
Appendix 14 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited (“the Stock
Exchange”) (“the Listing Rules”) throughout the year ended
31 December 2004. In November 2004, the Stock Exchange
introduced the Code on Corporate Governance Practices
(“the Code”) in replacement and enhancement of the Code
of Best Practice. The Code has become effective from
1 January 2005. The Bank will follow the Code provisions in
the year 2005.

BOARD OF DIRECTORS

The Board consists of 15 Directors with a variety of different
experience, whose brief biographical particulars are set out
on pages 52 to 54. Among them, three are executive
Directors, while the remaining 12 are non-executive
Directors. Of the 12 non-executive Directors, eight are
independent non-executive Directors. All Directors have full
and timely access to all relevant information. There are
established procedures for Directors to seek independent
professional advice where appropriate at the Bank’s expense.

Induction programmes are arranged for newly appointed
Directors and opportunities to update and develop skills and
knowledge are provided to them.

8 Hang Seng Bank




The roles of the Chairman, who is a non-executive Director,
and the Chief Executive of the Bank are segregated with a
clear division of responsibilities. While the Board of Directors
is led by the non-executive Chairman, the Chief Executive
exercises all the powers, authorities and discretions of the
Executive Commitiee as may be delegated to him in respect
of the Bank and its subsidiaries.

The Board of Directors is committed to the Bank’s objectives
of consistent growth and development, increase in
shareholder value and provision of superior services. It sets
strategies and monitors the executive management. it meets
regularly and had seven meetings in 2004.

The Board has set up three committees, namely, the Executive
Committee, Audit Committee and Remuneration
Committee. Details of these three committees are set out in
the Report of the Directors on page 57.

The Executive Committee meets each month and exercises
the powers, authorities and discretions of the Board in so
far as they concern the management and day-to-day running
of the Bank in accordance with its terms of reference and
such other policies and directions as the Board may
determine from time to time. There are certain matters
reserved for approval by the Board, including annual plans
and performance targets, specified senior appointments,
acquisitions and disposals above predetermined thresholds
and any substantial change in balance sheet management
policy. The Executive Committee also sub-delegates credit,
investment and capital expenditure authorities to
its members.

The Audit Committee, which consists of three independent
non-executive Directors, meets regularly, normally four times
a year. The Audit Committee is accountable to the Board
and assists the Board in meeting its responsibilities in
ensuring an effective system of internal control and
compliance and for meeting its external financial reporting
obligations. 1t is also responsible for the selection, oversight
and remuneration of external auditors. The Committee
reports to the Board following each Committee meeting,

drawing the attention of the Board to salient points of which
the Board should be aware, identifying any matters in respect
of which it considers that action or improvement is needed
and making relevant recommendations.

In addition, in the light of the Code provisions, the Board
has recently set up a Remuneration Committee consisting
of three independent non-executive Directors to consider
human resource issues and to make recommendations to
the Board on the Bank’s policy and structure for all
remuneration of Directors and senior management in order
to attract, motivate and retain Directors and senior
management. It will meet at least two times a year.

INTERNAL CONTROL

The Directors are responsible for internal control in the Bank
and its subsidiaries and for reviewing its effectiveness.

The internal control system of the Bank comprises a well-
established organisational structure and comprehensive
policies and standards. Areas of responsibility of each
business and operational unit are clearly defined to ensure
effective checks and balances.

Procedures have been designed for safeguarding assets
against unauthorised use or disposition; for maintaining
proper accounting records; and for the reliability of financial
information used within the business or for publication.
The procedures provide reasonable but not absolute
assurance against material errors, losses or fraud. Procedures
have also been designed for compliance of applicable laws,
rules and regulations.

Systems and procedures are in place in the Bank to identify,
control and report on the types of risks. These risks are
monitored by means of reliable and up-to-date management
information. Risk management palicies and major risk control
limits are approved by the Board. The business and functional
units are responsible for the assessment of individual types
of risk arising under their areas of responsibility and the
management of such risk in accordance with the risk

Annual Report 2004 | @




management procedures. The relevant risk management
reports are submitted to the Credit Committee, Asset and
Liability Management Committee, Executive Committee and
Audit Committee and subsequently to the Board for
monitoring of the'respective types of risk.

A more detailed discussion of the policies and procedures
for management of each of the major types of risk the Bank
is facing, including credit, market, liquidity and operational,
is included in the Financial Review — Risk management
section on pages 38 10 45.

In addition, the Bank has developed procedures (ranging
from the money laundering deterrence programme to health
and safety rules) to manage reputational risks which may
arise as a consequence of its daily operations.

An annual operating plan is reviewed and approved by the
Board. Reports ¢n rhonthly financial results, business
performance and variances against the approved annual
operating plan are submitted to the Executive Committee
and the Board of Directors for regular monitoring. A strategy
is prepared every three to five years. The HSBC Group
Strategic Plan for 2004 to 2008 entitled “"Managing for
Growth” was adopted by the Board in January 2004.

Internal audit plays an important role in the Bank’s internal
control framework. It monitors the effectiveness of internal
control procedures and compliance with policies and
standards across all business and operational units. All
management letters of external auditors and reports from
regulatory authorities will be reviewed by Audit Committee
and all recommendations will be implemented. Management
has to confirm in writing each year to internal audit that all
recommendations made by the external auditors and by
regulatory authorities have been complied with. Internal
audit also advises management on operational efficiency
and other risk management issues. The work of the internal
audit function is focused on areas of greatest risk to the
Bank as determined by a risk assessment approach. The head
of internal audit of the Bank reports to the Chairman and
the Audit Committee.

A review of the effectiveness of the Bank's internal control
system covering all controls, including financial, operational
and compliance and risk management, is conducted
annually. The review at the end of 2004 was conducted by
reference to the COSO (The Committee of Sponsoring
Organization) internal control framework, which assesses
the Bank’s internal control system against the five elements
of control environment, risk assessment, control activities,
communication and monitoring. The result has been
reported to the Audit Committee and the Board. Areas for
improvement have been identified and measures put in place
to manage them.

HUMAN RESOURCES

The human resources policies of the Bank are designed to
attract people of the highest calibre and to motivate them
to excel in their career, as well as uphold the Bank’s culture
of service quality.

Employee Remuneration

Compensation packages take into account levels and
composition of pay and the market in which the Bank
operates. Salaries are reviewed annually in the context of
individual and business performance, market practice,
internal relativities and competitive market conditions.

Under appropriate circumstances, performance-related
variable pay is provided as an incentive for staff. On 1 January
2004, the Bank introduced a 12-month Pay Scheme with -
variable bonus as part of the Bank’s performance-based
remuneration strategy for new staff. Staff who joined the
Bank before then had the option of choosing to join the
new scheme or remain in the old 13-month Pay Scheme
without a variable bonus.

Since 1999 the Bank has participated in the HSBC Holdings
Savings-related Share Option Plan (Sharesave), in which staff
members make monthly savings for the purchase of HSBC
Group shares after a specified period. The savings contracts
of the 1999 Plan and the 3-year 2001 Plan matured on

{Left) In addition to face-to-face (Middie) Training programmes from (Right) The Board of Hang Seng
training, the Hang Seng Learning professional skills development to Bank and Mr Vincent Cheng (third
Resource Centre offers a wide range awareness of occupational health right) receive Directors of the Year

of educational materials.

1 O Hang Seng Bank

and safety are provided to staff. Awards from the Hong Kong
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2 August 2004. A total of 2,679 staff members under these
two plans exercised their share options at that time. The
Sharesave 2004 Plan was launched during the year, and
1,994 staff members subscribed to the new plan.

Subject to the attainment of predetermined targets, awards
are also made to staff under the relevant HSBC Group share
plans as long-term incentives. In April 2004 1,657 staff
members with outstanding performance were also given
share option awards under the 2004 HSBC Holdings Group
Share Option Plan.

Employee involvement

The Bank’s staff have a valuable role to play in its direction
and policies. Through a variety of communication channels,
two-way information exchanges are held between the Bank
and its staff. Employees are further encouraged to bring up
their ideas in work improvement programmes, cross-team
projects and suggestion schemes.

Other channels for communicating management-related
matters, such as the Bank’s business direction, strategies
and performance, include internal business seminars,
in-house magazines, morning broadcasts, management
communication sessions and training programmes.

To offer staff the opportunity to express their views on a
variety of issues relating to their work and the organisation,
a staff opinion survey was conducted in September 2004 to
gauge staff opinion on a number of topics. In response to
the feedback from the survey, a steering committee chaired
by the Deputy Chief Executive was established to address
staff comments and suggestions.

Staff Development

In order to develop staff members, the Bank offers a wide
range of training programmes that help them fulfil their
personal career goals or professional training requirements,
including those for the regulated businesses/activities, while
equipping them to meet future challenges.

New staff joining the Bank attend an induction programme
for a better understanding of the history, culture and values
of the Bank. In addition, they receive training in their
respective areas so they can carry out their duties
professionally and effectively. They are also encouraged to
take refresher courses to update their knowledge and skills
so that they can perform to the highest standards.

The Bank provides continuous educational development
through a variety of channels, including traditional classroom
settings at the Bank's Learning Resource Centre, multi-media
programmes, the Intranet and video. Staff members are also
encouraged to pursue professional or academic qualifications
through the Bank’s Education and Professional Qualification
Award System.

In 2004, a training video entitled “The Black Hole — Money

Laundering” and an Anti-Money Laundering Interactive

Multimedia Training Programme were developed to help staff
identify and report suspicious terrorist financing and money
laundering activities. In addition, in-branch coaching
materials were produced to provide staff with information
on the latest anti-money laundering cases regarding
securities, credit cards and insurance. Updated messages on
codes of banking practice, the Hong Kong Employment
Ordinance, discrimination policy and data privacy were also
reinforced through in-branch coaching newsletters and the
training section of the Hang Seng Intranet for staff.

Various training materials were also provided to staff in
relation to the Supplement to the Guideline on Prevention
of Money Laundering issued by the Hong Kong Monetary
Authaority in June 2004. The Supplement introduced a new
set of requirements on customer acceptance policy and
customer due diligence which were required to be
implemented by 31 December 2004.

To raise the awareness of compliance among staff further, a
campaign was launched in 2004 with a new section added
to the Hang Seng Intranet.




To support the career aspirations of its employees, the Bank
has set up a designated team of human resource
professionals. High calibre staff are given career development
opportunities in the form of experience sharing with senior
staff, overseas training and job rotations, as well as local
and overseas cross-postings within the HSBC Group.

In addition to the Hong Kong Management trainee
programme, a Mainland programme has been established
to groom Mainland university graduates into banking
professionals. The programme, which takes place in Hong
Kong as well as the Mainland, provides trainees with valuable
opportunities to gain exposure in an international banking
and financial system.

in 2004 permanent training sites were established in
Shenzhen and Shanghai to provide regular training for staff
members in Mainland branches. A Mainland training intranet
was also launched to provide more than 40 e-learning
modules and news updates. To instil a service mindset in
the Bank’s Mainland branch staff, the Bank organised
“Service Boot Camps” in Shenzhen, Shanghai and Fuzhou.

The average number of training days per staff in 2004 was
about 7 days.

2004 Recruitment

The economic recovery created a surge in demand for
frontline sales staff in 2004. Large-scale recruitment
programmes were conducted during the year to meet the
need for frontline staff, as well as Business Banking,
Commercial Banking and Information Technology personnel.

The Bank’s recruitment drive included advertisements in
major newspapers, advertorials, participation in a
government sponsored Career Expo, and a Hang Seng
recruitment day.

The Bank’s total headcount was 7,604 as at 31 December
2004, an increase of 280 or 3.94% over Jast year.

To meet the staffing requirements for its fast-growing
business in the Mainland, the Bank carried out intensive
recruitment activities for local staff throughout the year. The
majority of the new recruits were for Personal Financial
Services business, which included customer service as well
as direct sales staff, and credit and marketing staff. As at 31
December 2004, the number of local staff was 258, an
increase of 100 or 63% over 2003.

Code of Conduct

To ensure the Bank operates according to the highest
standards of ethical conduct and professional competence,
all staff are required to follow strictly the Code of Conduct
contained in the Staff Handbook. The Code, which is in line
with the relevant regulatory guidelines and other best
industry practices, sets out ethical standards and values to
which staff are required to adhere and covers various legal,
regulatory and ethical issues. These include topics such as
prevention of bribery, dealing in securities, personal benefits
and outside employment.

Staff are also reminded from time to time of the requirements
of the Code, which is reviewed and updated periodically.

Health and Safety

The Bank recognises the need for effective management of
health and safety in order to provide a safe working
environment. The Bank’s objectives are to identify health,
safety and fire risks in advance, assess the attendant risks
and effect any necessary measures to remove, reduce or
control material risks of fires and of accidents or injuries to
employees and visitors.

Following the SARS outbreak in 2003, a Communicable
Diseases Plan was prepared setting out the key issues to be
addressed and the responses to be taken should there be a
recurrence of a serious communicable disease.

Staff were also made aware through various channels of
the importance of personal hygiene and health.

1 2 Hang Seng Bank




COMMUNICATION WITH
SHAREHOLDERS

The Bank attaches great importance to communications with
shareholders and a number of means are used to promote
greater understanding and dialogue with investment
audiences. The Bank’'s annual and interim results
announcements are webcast live. The Annual and Interim
Reports contain comprehensive information on business
strategies and developments. The Annual General Meeting
is an opportunity for communicating with shareholders.
The Chairman, Executive Directors, Chairman of Audit
Committee and non-executive Directors are available at the
Annual General Meeting to answer questions from
shareholders on the business.

Designated senior executives maintain regular dialogue with
institutional investors and analysts to keep them abreast of
the Bank's development. The website www.hangseng.com
offers an investor relations section and timely access to the
Bank’s press releases and other business information.
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We made substantial progress
on many fronts in 2004. In
the improving economic
environment, we increased
our wealth management
business, expanded our loan
portfolio and stepped up
cross-sales to customers, all of
which contributed to the
Bank’s solid results.

Attributable profit rose to a
record HK$11,395 million, up 19.5% compared with 2003.
Non-interest income increased by 22.4%, underpinned by
growth in revenue from our wealth management business.
Attributable profit per employee reached a new yearly high
of HK$1.5 million, reflecting the productivity of our staff.

There was a decline in net interest income, but this was
offset by the rise in non-interest income.

During the year we increased significantly our presence in
the Mainland. In addition to the agreement to acquire
15.98% of Industrial Bank Co Ltd, we expanded our own
network and the scope of our services and products to
Mainland customers. These included renminbi (RMB) services
for deposits, exchange and remittances, and additional
personal financial services.

The Bank received approval from the China State
Administration of Foreign Exchange for an investment quota
after being granted a QF!i securities investment business
permit by the China Securities Regulatory Commission. This
has enabled the Bank’s Hong Kong and overseas customers
1o invest directly in the Mainland securities market and A-
share related products.

The Bank's first branch in Macau, which opened in 2004 to
serve the trade finance needs of customers there, recorded
satisfactory progress.

In 2004 Hang Seng was named the "Best Domestic Bank in
Hong Kong" by The Asset magazine, affirming our cperating
efficiency and sound management.

FINANCIAL HIGHLIGHTS

increased consumer spending, falling bankruptcies, declining
unemployment and a strong rally in the property market
contributed to our record operating profit in 2004.

Operating profit before provisions increased by HK$355
million, or 3.1%, to HK$11,830 million. Operating profit
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after provisions rose by 18.4% to HK$12,644 million, up
from HK$10,683 million the year before, after accounting
for a release of HK$814 million in provisions.

Total other operating income rose by HK$ 1,165 million, or
22.4%, to a record HK$6,363 million in 2004 and
contributed 39.6% of total operating income, compared
with 33.8% in 2003.

The strong growth in other operating income offset a decline
of 4.8% in net interest income, mainly brought about by
the exceptionally low Hong Kong dollar interest rates that
caused deposit spreads to reduce significantly throughout
the year.

Also contributing to the fall in net interest income were the
repricing/maturing of higher yielding debt securities,
narrowing spreads on HIBOR loans and the narrowing yield
on the residential mortgage portfolio. As a result, net interest
margin narrowed by 24 basis points to 2.04%.

The growth momentum of our wealth management
products continued with income from this business
increasing by 35.1% to a record HK$3,438 million, or 54.0%
of total other operating income.

During the year we expanded our range of investment
products to meet different risk appetites. New offerings
included a Hang Seng Index Exchange Traded Fund, Equity
Linked Investment products, and a Hong Kong Property
Equity Fund, as well as a series of capital guaranteed funds.

Income from retail investment products and fund
management increased by HK$506 million, or 50.8%, to
HK$1,502 million in 2004.

The life insurance business also experienced sustained
growth during the year. Cross-selling to our large established
customer base enabled us to increase annualised premium
growth by 43.5% and underwriting income by 22.3%. At
the end of the third quarter, Hang Seng Life ranked third in
terms of annualised contribution for new business in Hong
Kong and achieved a market share of 11.2%, compared
with 7.7% for 2003.

In 2004 we increased lending to customers as we diversified
our loan portfolio into higher yielding credit card and
perscnal advances, trade finance and SME loans.

Advances to customers (after deduction of interest in
suspense and provisions) rose by HK$22 .4 billion, or 9.8%,
to HK$251.9 billion. Strong growth of 20.3% was reported
in credit card advances and 23.2% in other personal lending.




Trade finance advances increased by HK$4.2 billion, or
37.3%, compared with growth of 27.8% for the Hong Kong
banking industry as whole. This reflected the success we
had in further expanding the commercial banking business
by leveraging our strong relationship management,
customised trade services and e-services.

In a highly competitive mortgage market, we maintained
our market share of residential mortgages, though our
mortgage portfolio yield further declined. Private sector
residential mortgages rose slightly by 0.5% but Government
Home Ownership Scheme mortgages continued to fall by
12.9%. Nevertheless, Hang Seng retained its number one
position in terms of market share in the primary market
mortgage business in 2004 for the second consecutive year.

Gross advances for use outside Hong Kong rose by HK$5.4
billion, or 81.0%, mainly reflecting the encouraging growth
in the loan portfolios of our Mainland branches.

Total assets grew by HK$45.7 billion, or 9.1%, to HK$548.6
billion at 31 December 2004.

The Bank's asset quality showed improvement during the
year, as non-performing advances declined sharply by 58.6%
1o HK$2,169 million.

Benefiting from the recovery of bad and doubtful debts,
there was a significant improvement in the release of
provisions during the year. Specific provisions showed a net
release of HK$2 million, compared with a net charge of
HK$798 million last year. General provisions accounted for
a release of HK$812 million in light of historical foss
experience and the improving credit environment.

Total provisions as a percentage of gross advances to
customers fell to 0.42% compared with 1.10% at the end
of 2003.

Operating expenses rose 8.2% to HK$4,223 million during
the year, mainly due to increases in marketing expenditure,
staff costs and other investments necessary for our future
development.

The cost:income ratio increased from 25.4% in 2003 to
26.3% this year, a rise of 0.9 percentage points that
compared favourably with the industry average increase of
3.0 percentage points to 41.6%. Hang Seng's cost.income
ratio was still among the lowest in the world.

Liguidity remained strong with a liquidity ratio of 47.2%,
up from 46.2% in 2003.

The total capital ratio was 12.0% at 31 December 2004,
compared with 13.2% at the same time last year. The tier 1
capital ratio at year end was 10.8%, down from 11.3% at
the end of 2003.

LOOKING AHEAD

Although margin pressure is likely to remain a challenge,
the improving economy will create further loan demand.
We will therefore focus on developing additional loan
products to capture growth opportunities in Hong Kong,
while continuing to offer new wealth management products
that satisfy the increasingly sophisticated investment needs
of our customers.

In the Mainland, we will look to the liberalising financial
markets for growth opportunities and offer new products
and services whenever the time is right and the regulations
allow. We will also make a strong effort to attract new
Corporate and Commercial Banking customers, seek
Mainland business opportunities and strengthen our trade
capabilities through the launch of new trade products.

More outlets are planned for major cities in the Mainland so
that we can extend our geographical reach, expand our
customer base and enhance our personal wealth
management business.

In addition to our partnership with Industrial Bank, we will
explore opportunities for establishing alliances and co-
operative arrangements with non-bank financial institutions
in the Mainland.

This will be my last annual report for Hang Seng, as | will
succeed Mr David Eldon as the Chairman of The Hongkong
and Shanghai Banking Corporation Limited. My position as
Vice-Chairman and Chief Executive will be taken over by
Mr Raymond Or on 25 May 2005.

I am certain that under Mr Or’s leadership and with the
continuing support of the Board, staff and customers, Hang
Seng will continue to deliver value for our shareholders and
to provide outstanding products and services.

g

Vincent Cheng
Vice-Chairman and Chief Executive
Hong Kong, 28 February 2005
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FROM INSURANCE PLANS WITH SAVINGS FEATURES
TO EQUITY LINKED INVESTMENTS AND THE
LARGEST SELECTION OF CAPITAL GUARANTEED

FUNDS IN HONG KONG...




GURICROIMINCIIREI OF WEALTH MANAGEMENT
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BUSINESS IN HONG KONG

Hang Seng’s premium customer service and operating
efficiency enabled the Bank to achieve encouraging results
in 2004, despite lintensifying market competition.

Advances to customers recorded a strong growth of 9.8%
from HK$229.5 billion to HK$251.9 billion, mainly in
advances to the industrial and commercial sectors and trade
finance. This compared with the Hong Kong banking
industry average of 6.4% in 2004.

Despite the growth in lending, loan margins were further
squeezed due to heavy competition and ample liquidity.
The low Hong Kong dollar interest rate environment that
persisted during the year also resulted in a substantial
reduction in deposit spread, which affected net interest
margin significantly. The low interest rates further led to a
shift of deposits to other investment products.

N

Customer deposits rose 3.6% to HK$447.3 billion. Together
with certificates of deposit and other debt securities in issue,
total customer deposits increased by 5.3% to HK$463.4
billion. Growth was mainly recorded in savings and current
accounts, while time deposits fell in the low interest rate
environment.

Certificates of deposit and other debt securities in issue rose
by HK$8.2 billion, or 102.8%, to HK$16.1 billion.

PERSONAL FINANCIAL SERVICES

Personal Financial Services accounted for 51.0% of Hang
Seng’s pre-tax profit in 2004 and continued to be the largest
contributor to the Bank’s profit. An increase of 21.2% in
profit before tax was reported, underpinned by the strong
rise of 28.8% in other operating income due to growth in
the wealth management business.
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(Left) The past and present of Hang
Seng's more-than-70-year history
are reflected in the two logos at the
entrance of the headquarters’
banking hall.
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(Middle) Prestige Banking offers
professional financial and investment
services as well as lifestyle privileges
to affluent customers

(Right) The Bank launches its A
Share Investment Services




Investment Services

In the current low interest rate environment, the Bank
broadened its range of investment products to meet different
risk appetites. These included capital guaranteed funds,
equity-linked instruments, structured deposits and
certificates of deposit.

During the year, Hang Seng launched 29 new investment
funds, taking the total number of funds in the Hang Seng
Investment Series to 118. Of these, 96 were capital
guaranteed funds — the largest group of such funds in Hong
Kong.

New investment products offered during the year included
a Hang Seng Index Exchange Traded Fund (ETF), allowing
customers to invest in a portfolio of the HSI constituent
stocks conveniently and cost effectively; Equity Linked
investment (ELI) products; and a Hong Kong Property Equity
Fund.

After receiving a QFil securities investment business permit
from the China Securities Regulatory Commission, Hang
Seng launched the A Share Investment Services, which
enables Hong Kong investors to trade A shares and
convertible bonds listed on the Shenzhen Stock Exchange
and Shanghai Stock Exchange. Five new capital guaranteed
funds linked to a China A-share index were also offered.

Total funds under management grew by 55.4% to
HK$89.9 billion.

During the year, Hang Seng became the first bank in Hong
Kong to offer an online warrant supermarket, which provides
investors with up-to-date market information and technical
analysis tools. The service was developed to help investors
make informed decisions in trading warrants.

Another service — Advanced Switching for Investment Funds
- allows same-day investment fund switching by providing
customers with a bridging advance so they can capture
market opportunities as they arise. Hang Seng was the first
fund distributor in the market offering a service of this kind.

Private banking business continued to expand as we
increased our resources to grow our customer base, product
range and investment portfolio.

insurance

Hang Seng has been strengthening its market leadership in
Hong Kong in the provision of insurance products,
particularly life insurance and medical insurance.

Taking advantage of the Bank's large customer base, Hang
Seng maintained the growth momentum of the life insurance
business during the year. Insurance commissions and
underwriting profit grew by 15.6% to HK$1,310 million from
HK$1,133 million, which was mainly attributable to strong
growth in the fife insurance business.

Annualised premiums grew by 43.5% and underwriting
profits (including embedded value) by 22.3%. General
insurance income, however, fell by 4.6% due to higher claims
for certain types of insurance.

New insurance products included the Bank’s Evergreen
Medical Protection Plan, Hong Kong’s first medical protection
plan for those who are retired or about to retire, and the
enhanced Hospital Cash Plan with coverage that includes
double cash benefits for specific infectious diseases.

Also launched were the Life Long Reward Protection Plan,
which combines lifetime guaranteed savings and protection
with a short payment period, and the All Years Reward Life
insurance Plan — an all-in-one plan that helps customers reach
their medium and short-term savings goals, while providing
them with a yearly cash reward and double life protection.

Consumer Lending

In 2004 the Bank diversified its loan portfolio by expanding
consumer lending, as the economy improved and consumer
confidence returned. Excluding the fall of HK$3.9 billion in
mortgages under the suspended Government Home
Ownership Scheme, there was a growth of 3.1% in
consumer lending.
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Credit card advances grew by 20.3%. The number of credit
cards in issue rose by 18.7% to 1,153,000, and spending
was up by 46.6% from the year before. Against a backdrop
of falling bankruptcies and unemployment rates, credit card
charge-off improved substantially. The annualised credit card
charge-off ratio for 2004 fell to 3.21%, compared with the
industry average of 4.73%.

Other lending to individuals, mainly overdraft, personal and
tax loans, rose by 41.0%.

The Bank’s mortgage portfolio yield fell further in the highly
competitive mortgage market. The average yield on the
residential mortgage portfolio, excluding GHOS mortgages
and staff loans, fell to 202 basis points below BLR for 2004,
before accounting:for the effect of cash incentive payments.
This compared with 177 basis points below BLR in 2003.
Cash incentive payments on new mortgage loans of HK$157
million were written off against interest income in 2004
compared with HK$130 million in 2003.

With the turnaround in the local economy and the property
market, there was a net release of mortgage provisions,
reflecting the improvement in delinquency, higher recoveries
from disposal of repossessed properties and substantial
improvement in negative equity position.

During the year; Hang Seng launched a Customised
Repayment Plan for residential mortgages, giving customers
more flexibility in choosing the instalment amount and for
arranging repayment. The Bank also entered into a new
Delegated Underwriting Arrangement in April with the Hong
Kong Mortgage Corporation. This Arrangement allows
customers to enjoy a convenient one-stop approval service
for mortgage loans with a loan ratio of up to 90%. Hang
Seng was the first bank in Hong Kong to offer such a service.

in September 2004, Hang Seng launched a 95% “Top Up”
Mortgage Plan for selected primary market mortgages. In
January 2005, the Bank extended the combined age of the
property and loan tenor requirement for mortgage loans
from 40 years to a maximum of 60 years for quality
residential estates. The Bank also extended its 95% “Top

Up” Mortgage Plan from primary to secondary market
properties. The new mortgage plans provide more options
to customers and greater flexibility for financing their homes.

COMMERCIAL BANKING

Commercial Banking, which reported a growth of 83.1% in
profit before tax, contributed 16.1% of the Bank’s pre-tax
profit in 2004. Strong growth of 37.5% was recorded in
customer advances and 25.2% in net interest income. Cther
operating income rose by 12.5%, mainly as the result of
the growth in trade services. There were net releases in
specific and general provisions of HK$601 million.

Commercial Banking serves the middle market enterprise
(MME) and small and medium size enterprise (SME) sectors
in Hong Kong and the Mainland. In both sectors, progress
was made in expanding the customer base and scope of
services offered. Commercial Banking strengthened its SME
business banking team and focused on high growth industries
benefiting from the rebounding local economy. Business
e-Banking and Integrated Business Solutions Accounts were
also promoted to enhance service to smaller customers.

SME advances rose by 49.7% in trade finance and
lending for the expansion of production capacity and
distribution networks.

Trade finance and other lending to MME customers grew
by 31.3%, as Commercial Banking took further advantage
of its strong relationship management team and trade service
capabilities to provide customers with a total financial
services solution.

CORPORATE AND INSTITUTIONAL
BANKING

in 2004 Corporate and Institutional Banking recorded growth
of 6.0% in profit before tax, with an increase of 9.8% in
net interest income, following a growth of 12.3% in
customer advances. The operating results also benefited from
a net release in provisions for bad and doubtful debts, as
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non-performing loans decreased in the improved economic
environment. The increase in corporate financing activities
provided more opportunities for business, although lending
margins remained under pressure.

In 2004 Corporate and Institutional Banking contributed
6.1% of the Bank’s pre-tax profit.

Corporate and Institutional Banking was successful in
expanding its loan book despite keen market competition
in 2004. A total of 192 deals amounting to HK$44,307
million was recorded, an increase of 35.5% in amount and
arise of 12.3% in deals.

TREASURY

Treasury reported growth of 5.5% in profit before tax and
contributed 18.0% of the Bank’s pre-tax profit. Net interest
income reduced marginally by 1.1%, as higher yielding
securities matured and were replaced at lower yields. Dealing
profit rose by 33.1%, reflecting the improvement in
proprietary trading, increase in corporate treasury services
and the growth in structured investment products.

The main strategic focus of Treasury in terms of balance
sheet management was to enhance the portfolio yield by
redeploying more funds from interbank placement to capital
market investments, while maintaining prudent credit and
market risk.

Although balance sheet management contributed the major
portion of Treasury's income, there was also strong growth
in proprietary trading and customer driven business in 2004.

To increase non-interest income, Treasury launched more
structured products, strengthened its sales and service
capabilities, and extended its sales channels to e-Banking
and branches.

Foreign exchange trading, which benefited from a volatile
market and increased customer flows, showed strong
performance in the year.

E-BANKING

Hang Seng provides a full range of online services to make
banking more convenient for customers and to reduce
operating costs.

In 2004 the Bank launched more e-Banking services, including
e-Statements and e-IPOs, as well as online subscriptions for
retail bonds, FX transactions and loan applications.

Hang Seng enhanced its lifestyle banking services in March
with the launch of a dedicated lifestyle banking website.
Through this service, customers can gain access to the latest
information on wealth management services and
promotional privileges as well as a wide array of value-added
activities and benefits.

More than 430,000 users were registered for our personal
e-Banking services at the end of December 2004, an increase
of 27.6% from the last year end. The number of internet
transactions represented 27.5% of total transactions in
December, up from 23.1% a year ago. Counter transactions
in 2004 dropped 10 12.2% of all transactions, down from
13.3% a year earlier.

The number of Business e-Banking customers in 2004 grew
to over 19,700 by year-end.

In 2005 the Bank will increase the scope of its online
investment product offerings to include gold margin trading,
ELI trading and fund switching.
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OUR GROWING PRESENCE IN MAINLAND CHINA
ENABLES US TO GROW OUR CUSTOMER BASE
THERE AND GIVES US A FIRM FOUNDATION FOR
OUR FUTURE DEVELOPMENT.




BUSINESS IN THE MAINLAND

As Hong Kong is a mature and highly competitive market,
Hang Seng is looking to the Mainland for long-term
expansion. The furither liberalisation of the financial market
will provide increasing opportunities for the Bank to
capitalise on the rapidly expanding economy and enormous
growth potential of the Mainland market.

OUR EXPANDING NETWORK

Hang Seng’s network in the Mainland underwent further
expansion during the year. A sub-branch in the Gubei
district of Shanghai opened for business in September 2004,
and the Bank’s first sub-branch in Shenzhen began
operating in January 2005.

The Bank is also planning to open a new branch in Beijing
and a third sub-branch in Shanghai in the second half of
2005. Hang Seng’s network in the Mainland will then
increase to six branches (in Beijing, Shanghai, Guangzhou,
Shenzhen, Fuzhou and Nanjing); four sub-branches (in
Shanghai and Shenzhen); and one representative office (in
Xiamen).

The Bank has also applied to open a representative office in
Dongguan.

As at 31 December 2004, the total number of staff within
the Mainland operation exceeded 300, an increase of nearly
60% from a year ago.

currency banking services.

{Left) Together with its two sub- (Middle) Mr Chen Yingchun, Vice (Right) industrial Bank — Hang Seng’s

branches, the Shanghai branch Mayor of Shenzhen, and Mr Vincent strategic partner in the Mainland -

offers a wide range of foreign Cheng officiate at the opening of launches its first international dual
Hang Seng's first Shenzhen sub- currency credit card bearing the
branch. Hang Seng lego.
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PERSONAL FINANCIAL SERVICES {PFS)

The Bank’s PFS in the Mainiand currently cover a wide range
of products and services — such as deposits and Prestige
Banking - targeted at affluent customers in the coastal cities.

The Bank also offers mortgage financing in the Mainfand in
RMB, and Hong Kong and US dollars.

To bring in new business, Hang Seng added staff to its direct
sales teams and expanded its product offerings. Investment
products such as capital protection investment deposits were
launched in Shanghai in late December. Maxilnterest
Investment Deposits were also offered at branches and sub-
branches in Shanghai, Guangzhou and Shenzhen.

RENMINBI (RMB] SERVICES

in 2004 the Bank’s Shanghai, Guangzhou and Shenzhen
branches started offering RMB services to domestic
companies. Since November, the Fuzhou branch has been
offering RMB services to foreign passport holders and
residents of Hong Kong, Macau and Taiwan, and foreign-
invested enterprises.

In November Industrial Bank Co Ltd launched its first
international dual currency credit card bearing the Hang Seng
logo. The new card is targeted at the growing number of
Mainland travellers to Hong Kong and Macau and allows
them to enjoy preferential offers at retail outlets in
Hong Kong.

In Hong Kong, the Bank launched the Hang Seng RMB Credit
Card for frequent visitors to the Mainland, where it is
accepted at over 400,000 merchant outlets displaying the
China UnionPay (CUP) acceptance logo.

Also during the year, Hang Seng Bank began offering RMB
services, including deposits, currency exchange and
remittances, to its Hong Kong personal customers.

CAPTURING GROWTH

Hang Seng’s Mainland branches were able to expand their
loan books, trade business and personal financial services
as a result of the increased number of outlets, marketing
activities and co-operation with the Bank's business units in
Hong Kong.

These branches were successful in attracting Hong Kong
and Taiwan enterprises with manufacturing arms in the
Mainland, particularly in the Pearl River and Yangtze River
delta regions.

There was an 85% increase in PFS customers during the
year, which led to strong growth in both loans and deposits.
As at 31 December 2004, total loans grew by 95% over the
same period last year; the corresponding growth in deposits
was 84%.
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FINANCIAL PERFORMANCE

Profit and loss account

Summary of financial performance

(HK$m) 2004 2003
Operating profit before provisions 11,830 11,475
Profit on ordinary activities

before tax 13,367 11,137
Profit attributable to shareholders 11,395 9,539
Earnings per share (HKS) 5.96 4.99

Hang Seng Bank Limited (the Bank) and its subsidiary and
associated companies (Hang Seng) reported a profit
attributable to shareholders of HK$11,395 miilion for 2004,
representing growth of 19.5 per cent compared with 2003.
Earnings per share of HK$5.96 was 19.4 per cent higher
than 2003.

Operating profit before provisions rose by HK$355 million,
or 3.1 per cent, to HK$11,830 million. The 22.4 per cent
growth in other operating income outweighed a 4.8 per
cent fall in net interest income and an 8.2 per cent rise in
operating expenses. Wealth management businesses in
particular performed strongly, with income growth of 35.1
per cent reflecting the strength of securities services, retail
investment product sales and private banking. Wealth
management income also benefited from the active stock
market and positive investor sentiment. Life insurance made
further advances in market share and profitability as the
range of products providing protection and investment
benefits was extended. Trade services and credit cards also
performed well in business volume and fees and
commissions. Dealing profits recorded strong growth from
trading results, as well as the provision of corporate treasury
services and the packaging of structured investment
products. Net interest income fell despite the growth in
average interest earning assets and customer advances,
reflecting the exceptionally low HK dollar interest rates
throughout the year that significantly reduced deposit
spreads. Loan margins, in particular mortgages and corporate
lending, were further squeezed amidst fierce market
competition and ample market liquidity.
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Operating profit after provisions rose 18.4 per cent after
accounting for the release of HK$814 million in provisions
for bad and doubtful debts, compared with a charge of
HK$792 million last year. Specific provisions showed a net
release of HK$2 million, compared with a net charge of
HK$798 million last year. This was the combined effect of
lower new and additional charges, and higher releases and
recoveries from doubtful accounts. Credit card losses reduced
significantly, as bankruptcy and unemployment rates
continued to fall. There was a net release of provisions in
respect of mortgages, reflecting the improvement in
delinquency, higher recoveries from disposal of repossessed
properties and substantial improvements in the negative
equity position. This was the result of the sharp rally in
property prices, with strong demand in particular in the
primary sector, reflecting an improved debt servicing
capability in the improving economic environment.
Corporate and commercial banking accounts also showed
a net release in provisions with substantially lower new
charges as the financial position of corporate customers
continued to improve, in line with the strong growth in the
local economy. A total of HK$812 million was released from
general provisions during the year in light of historical loss
experience and the improving credit environment.

Profit before tax amounted to HK$13,367 million, which
was HK$2,230 miliion, or 20.0 per cent, higher than 2003,
after accounting for the surplus on property revaluation and
the share of profits from associated companies. The increase
in the share of associated companies’ profit was attributable
to Industrial Bank Co., Ltd, in which the bank acquired an
interest of 15.98 per cent in May 2004.

Attributable profit, after taxation and minority interests, rose
by HK$1,856 million, or 19.5 per cent. Excluding the impact
of the release in general provisions and the related deferred
taxation, attributable profit for 2004 increased by HK$1,191
million, or 12.5 per cent, over 2003.
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Economic profit

Economic profit is calculated from profit after tax, adjusted
for non-cash items, and takes into account the cost of capital
invested by Hang Seng’s shareholders. For the year 2004,
economic profit was HK$7,297 million, an increase of
HK$2,296 million, or 45.9 per cent, over last year. This was
attributable to the growth of HK$1,637 million in profit after
tax (adjusted for non-cash items) and the reduction of
HK$659 million in cost of capital, following management’s
decision to revise the capital cost from 15.0 per centto 11.6
per cent to reflect changes in long-term interest rates and
equity risk premia. The trend of economic profits in the
analysis indicates that Hang Seng continues to create value
for its shareholders.

Economic profit

(HK$m) 2004 % 2003 %
Average invested

capital 34,494 31,021
Return on invested -

capital* 11,286 32.7 9,649 311
Cost of capital (3,989) (11.6) (4,648) (15.0)
Economic profit 7,297 211 5,001 161

* Return on invested capital represents profit after tax adjusted for
non-cash items.

Net interest income

Net interest income (HK$m) 2004 2003
Interest income 12,471 12,846
Interest expense (2,781) (2,667)
Net interest income 9,690 10,179
Average interest-earning assets 474,219 446,978
Gross interest yield (% p.a.) 2.63 2.87
Net interest spread (% p.a.) 1.97 2.21
Net interest margin (% p.a.) 2.04 2.28

‘

Net interest income decreased by HK$489 million, or 4.8
per cent, compared with 2003 although average interest-
earning assets grew by HK$27.2 billion, or 6.1 per cent. Net
interest margin narrowed by 24 basis points to 2.04 per
cent with a reduction in net interest spread of 24 basis points
to 1.97 per cent. Contribution from net free funds remained
at the same level of 0.07 per cent as last year.
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Spreads on HK dollar deposits fell by 7 basis points, or
HK$332 million, as in the low interest rate environment,
the Bank was unable to reduce deposit rates paid to
customers. With abundant market liquidity there was also
fierce market competition in the mortgage sector, with a
consequent reduction in portfolio yields and an increase in
incentive payments. The surplus liquidity also depressed
corporate lending margins which fell by 6 basis points. The
average spread of the securities portfolio fell as higher
yielding papers matured and were replaced at lower yields,

The negative impact of the above on net interest income
and net interest margin was mitigated by the growth in
average interest earning assets of 6.1 per cent and a change
in the asset mix as the bank sought diversification of the
loan portfolio to higher yielding card and personal advances,
trade finance and SME loans. Investment in debt securities
increased by 20.1 per cent as funds were re-deployed from
short-term interbank placings to debt securities for yield
enhancement.

The impact of the individual factors on net interest income
and net interest margin is analysed below:

(HK$m) (Basis points)
Net interest Net interest

income margin

Repricing of higher yielding
debt securities (474) (10)
Reduction in deposit spread (332) (7)
Fall in mortgages portfolio yield (285) (6)
Compression in corporate loan margin (285) (6)
Change in average asset mix 238 5

Growth in average

interest-earning assets 649 -
(489) (24)
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The average vield on the residential mortgage portfolio,
excluding GHOS mortgages and staff loans, fell to 202 basis
points below BLR for 2004, before accounting for the effect
of cash incentive payments. This compared with 177 basis
points below BLR in 2003. Cash incentive payments on new
mortgage loans of HK$157 million have been written off
against interest income in 2004, compared with HK$130
million in 2003.

Compared with the first half of 2004, net interest income in
the second half of 2004 improved by HK$268 million, or
5.7 per cent, with a 5 basis points increase in net interest
margin to 2.07 per cent. Net interest spread increased by 4
basis points to 1.99 per cent and contribution from net free
funds rose by 1 basis point to 0.08 per cent. Deposit spreads
improved due to higher market interest rates in the second
half of the year, which in turn benefited the contribution of
net free funds. Growth in customer advances and higher
interest recoveries from doubtful accounts also contributed
to the increase in net interest income in the second half of
the year.

The average balance sheet analysis on page 31 shows the
average balances, interest income/expense and average
interest rates of individual assets and liabilities in 2004 as
compared with 2003.




Year ended Year ended
31 December 2004 31 December 2003
Average Interest Average Interest
balance income Yield balance income Yield
HK$m HKS$m % HK$m HK$m %
Assets
Short-term funds and placings with banks 75,038 1,820 2.43 90,811 1,816 2.00
Advances to customers 243,273 6,870 2.82 226,892 7,306 3.22
Debt securities 155,908 3,781 2.42 129,275 3,724 2.88
Total interest-earning assets 474,219 12,471 2.63 446,978 12,846 2.87
Provisions for bad and doubtful debts (1.696) - - (2,688) - -
Non interest-earning assets 35,848 - - 29,518 - -
Total assets and interest income 508,371 12,471 2.45 473,808 12,846 2.7
Average Interest Average interest
balance expense Cost balance expense Cost
HKSm HKS$m % HK$m HK$m %
Liabilities
Current, savings and time deposit accounts 396,815 2,265 0.57 385,394 2,249 0.58
Debt securities in issue 9,857 231 2.34 10,893 279 2.56
Deposits from banks 11,264 203 1.80 2,551 31 1.22
Other interest-bearing liabilities 3,120 82 2.63 3,680 108 2.93
Total interest-bearing liabilities 421,056 2,781 0.66 402,518 2,667 0.66
Non-interest bearing current accounts 27,690 - - 17,177 - -
Shareholders’ funds and other
non-interest bearing liabilities 59,625 - - 54,113 - -
Total liabilities and interest expenses 508,371 2,781 0.55 473,808 2,667 0.56

Other operating income

Other operating income recorded strong growth of
HK$1,165 million, or 22.4 per cent, and contributed 39.6
per cent of total operating income compared with 33.8 per
cent in 2003.

Net fees and commissions benefited from private investor
sentiment and a buoyant stock market, with net income
rising 30.7 per cent, driven by strong growth of 55.1 per
cent in securities broking and related services, 50.8 per cent
in retail investment products and funds under management,
and 6.7 per cent in card services. Trade services rose 14.8
per cent on the back of strong regional trade flows.

Dealing profits grew 27.0 per cent, mainly in foreign
exchange income. This was the result of the improvement
in proprietary trading, growth in corporate treasury services
and the increase in profit on market-linked investment
products provided to customers. Insurance commissions and
underwriting profit together grew by 15.6 per cent. Life
insurance underwriting profit grew by 22.3 per cent
following a growth of 43.5 per cent in annualised premium
from a wider range of products with enhanced protection
and investment returns.
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Analysis of income from wealth management businesses
included in other operating income

Income from wealth management
businesses (HK$m) 2004 2003

Investment income
- retail investment products

and funds under management 1,502 996
— securities/stockbroking 560 361
— margin trading 66 55
Total investment income 2,128 1,412

Insurance income

— life {including embedded value) 1,041 851
- general and others 269 282
Total insurance income 1,310 1,133
Total 3,438 2,545

Income from wealth management grew strongly by 35.1
per cent to HK$3,438 million, representing 54.0 per cent of
total other operating income, boosted by 50.7 per cent
growth in investment services income and 22.3 per cent
growth in life insurance income.

Income from retail investment products and funds under
management increased by HK$506 mitlion, or 50.8 per cent,
reflecting the Bank’s successful product strategy of
structuring products to meet specific customer investment
needs. This resulted in an increase of 29.8 per cent in the
sales of investment funds and structured products, including
capital guaranteed funds, unit trust funds and structured
instruments linked to the foreign exchange, equity and
interest rate markets.

Other Operating Income for 2004

1.5% Dividend Income

3.2% Rental Income from Investment Properties

6.1% Other
16.1% Net Dealing Profits
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Of particular note was the expansion of the Hang Seng series
of investment funds which added 29 funds structured to
capture growth potential in the global, Asia, Hong Kong
and mainland China equities markets, as well as the
commodity and property markets. Private banking business
continued to expand in terms of customer base, product
range and investment portfolio. Total funds under
management, including discretionary and advisory, grew by
HK$32.1 billion, or 55.4 per cent, compared with the end
of last year.

Income from stockbroking and related securities services rose
by 55.1 per cent compared with last year, reflecting the
growth in stock market activities. Riding on the buoyant
stock market and large IPO issues, promational campaigns
were launched to grow securities accounts and boost trading
turnover.

The growth momentum of the life insurance business
continued, further penetrating the Bank’s large customer
base. The launch of new products providing enhanced
protection and investment benefits, together with targeted
marketing campaigns, boosted annualised premium growth
by 43.5 per cent. Underwriting profits (including embedded
value) grew 22.3 per cent. General insurance income,
however, fell by 4.6 per cent due to higher claims for certain
types of insurance.

Net Fees and Commissions Receivable 52.5%

Insurance Underwriting 20.6%




Operating expenses

Operating expenses increased by HK$321 million, or 8.2 per
cent, to HK$4,223 million. Staff costs increased by HK$144
million, or 7.0 per cent, mainly due to the increase in average
headcount number and the provision for performance based
staff bonuses. Depreciation reduced by HK$12 million, or
3.6 per cent, while premises and equipment expenses rose
by HK$48 million, or 5.9 per cent, mainly due to the increase
in IT expenditure. Other operating expenses rose by HK$141
million, or 19.5 per cent, mainly in marketing expenditure
to support the increased focus on the sale of personal
investment products and card services, and processing costs
as further activities were outsourced to Group service centres
in Guangzhou and Shanghai.

Full-time equivalent staff (FTEs) increased by 262 in 2004,
mainly to support the expansion on the Mainland where
one new sub-branch was opened in Shanghai during the
year and where new licences were obtained to conduct
renminbi business in the Shenzhen and Fuzhou branches.
Staff increases were also noted in personal financial services,
where 80 financial planning managers were added as part
of the strategy to develop customer structured solutions.
During the year, further back office processes, including
cards, phone banking and trade finance with a total 129
FTEs were migrated to Group service centres.

The cost:income ratio in 2004 was 26.3 per cent (25.4 per
cent in 2003).

Operating Expenses for 2004

7.5% Depreciation

20.2% Premises and Equipment

Provisions for bad and doubtful debts

Net charge to profit and loss account
(HKSm) 2004 2003

Net charge/(release) for bad and
doubtful debts

Specific (2) 798
General (812) (6)
Total (814) 792
Average gross advances

to customers 244,472 227,814
Net charge/(release) for bad and

doubtful debts as a percentage

of average gross advances

to customers
Specific - 0.3%
General 0.3% -
Total 0.3% 0.3%

Provisions for bad and doubtful debts showed a net release
of HK$814 million compared with a net charge of HK$792
million for last year. Specific provisions showed a net release
of HK$2 million against a net charge of HK$798 million for
the previous year. This was the combined effect of the
reduction of HK$703 million, or 60.2 per cent, in new and
additional provisions and an increase of HK$97 million, or
26.3 per cent, in releases and recoveries. Credit card losses
reduced significantly, as bankruptcy and unemployment rates
continued to fall. There was a net release of mortgage
provisions, reflecting lower delinquency levels, reduced
negative equity and larger recoveries from disposal of
repossessed properties. This reflected the strong rally in
property prices and improvement in debt servicing capability

Staff Costs 51.8%

Other Operating Expenses 20.5%
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in an improving economic environment. Corporate accounts
also showed a net release as new and additional provisions

Net Charge for Bad and Doubtful Debts
HK$m

reguced significantly, following the improvement in the 1,000
financial position of corporate customers. A total of HK$812 800 M
|
million was released from general provisions during the year 800 i
N . . . . . . 400 |
in light of historical loss experience and the improving credit >0 ]
environment. 0 J I ﬂ [
-200
Advances to customers and provisions 400
(HKSm) 2004 2003 00
Gross advances to customers”® 252,94¢ 231,999 800
Specific provisions {778) (1,432) -1.000
General provisions (289) (1,101 00 01 02 03 04
Advances to customers** 251,873 229,466 — - )
J Specific Provisions
Gross non-perfarming advances® 2,169 5,243 " General Provisions
Non-performing advances*
3s a percentage of grois Total Provisions as a Percentage of
advances to customers 0.9% 2.3% Gross Advances to Customers
Provisions as a percentage of In percentage
gross advances to customers* 5
Specific provisions 0.31% 0.62% :
General provisions 0.11% 0.48%
Total provisions 0.42% 1.10% 20
Specific provisions as a percentage 15
of gross non-performing
advances* 35.9% 27.3% o M -
|
* After deduction of interest in suspense 05 - T
** After deduction of interest in suspense and provisions. q
00 01 02 03 04

Gross non-performing advances (after deduction of interest
in suspense) fell by HK$3,074 million, or 58.6 per cent, to
HK$2,169 million, compared with the end of 2003,
Irrecoverable balances of HK$761 million were written off
against provisions. Corporate non-performing advances
reduced significantly by HK$2,332 million, comprising large
repayments and upgrades totalling HK$2,500 million and a
small amount of HK$ 168 million from new non-performing
accounts. The level of non-performing mortgages and card
advances at 31 December 2004 also reduced compared with
the prior year, reflecting the improving economic
environment, and falling bankruptcy and unemployment
levels. The ratio of gross non-performing advances to gross
advances to customers further improved to 0.9 per cent from
2.3 per cent at the end of 2003.
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Profit on tangible fixed assets and long-term investments

Profit on disposal of tangible fixed assets and long-term
investments fell by HK$29 million, or 6.3 per cent, to HK$432
million, being the net result of the lower profit on disposal
of debt securities and equities, and the increase in profit on
disposal of investment properties.

Property revaluation

Hang Seng’s premises and investment properties were
revalued by DTZ Debenham Tie Leung Limited, an
independent professional valuer, at 30 September 2004, who
confirmed that there had been no material change in
valuations at 31 December 2004. The valuations were carried
out by qualified persons who are members of the Hong Kong
Institute of Surveyors. The basis of the valuation of premises
was open market value for existing use. The basis of the
valuation for investment properties was open market value.
The property revaluation has resulted in a surplus of
HK$2,224 million, of which HK$1,821 million (net of
deferred tax amounting to HK$255 million) has been credited
to the Bank’s revaluation reserves at 31 December 2004.
The remaining amount of HK$148 million has been credited
to the profit and loss account, being reversal of the previous
revaluation deficit which had arisen when the market value
of certain premises fell below depreciated historical cost.

Balance sheet

Total assets

Total assets grew HK$45.7 billion, or 9.1 per cent, to
HK$548.6 billion at 31 December 2004. Advances to
customers recorded an encouraging growth of 9.8 per cent,
mainly in advances to the industrial and commercial sectors
and trade finance, in line with the strong growth in regional
trade flows. Card and personal loans also reported robust
growth. Private sector residential mortgages rose slightly in
a fiercely competitive market, while mortgages under the
suspended Government Home Ownership Scheme (GHOS)
continued to fall. Customer deposits, including certificates
of deposit, rose by 5.3 per cent against last year-end. The
advances to deposits ratio rose to 54.4 per cent at 31
December 2004 compared with 52.2 per cent at 31
December 2003, the effect of a faster paced growth in
customer advances than in customer deposits during 2004.

Total Assets, Customer Deposits and Advances to Customers
HK$bn

600
—
500 I
Y (—w I
400
300
200 B
100
. 00 o1 02 03 04
() Total Assets
(1) Customer Deposits
(O Advances to Customers
Advances to Deposits Ratio
In percentage
60
M
4D< - -’UQ'\\\\‘ = //O
7 07
50 e
40
00 01 02 03 04
Assets deployment
At 31 December
(HK$m) 2004 % 2003 %
Cash and short-term
funds 68,198 124 71,903 14.3
Placings with banks
maturing after
one month 16,231 3.0 18,029 3.6
Certificates of deposit 33,590 6.1 28,683 5.7

Investment securities

Advances to
customers

Other assets™

139,891 25.5 115,113 22.9

251,873 45.9
38,842 7.1

548,625 100.0

229,466 45.6
39,765 7.9

502,859  100.0

Total assets

* Amounts due from immediate holding company and fellow subsidiary
companies are included under other assets.
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Assets Deployment for 2004

3.80% Placings with Banks Maturing After One Month

6.7% Certificates of Deposit

7.7% Other Assets

12.4% Cash and Short-term Funds

Assets Deployment for 2003

3.8% Placings with Banks Maturing After One Month

Advances to Customers £5.8%

investment Securities 25.5%

NG,

5.7% Certificates of Deposit

7.9% Other Assets

14.3% Cash and Short-term Funds

Investment securities

Investment in held-to-maturity debt securities rose by
HK$24.3 billion, or 21.8 per cent, to HK$136.1 billion, with
funds re-deployed from interbank placings to enhance net
interest yield. Over 95 per cent of the held-to-maturity debt
securities will mature within five years. The fair value of the
held-to-maturity debt securities amounted to HK$137.0
billion, with an unrealised gain of HK$895 million at 31
December 2004.

Advances to customers

Advances to customers (after deduction of interest in suspense
and provisions) recorded a growth of HK$22.4 billion, or 9.8
per cent, to HK$251.9 billion at 31 December 2004.

Lending to the commercial sectors grew by HK$12.4 billion,
or 13.4 per cent, during 2004. Property development and
investment rose 12.0 per cent. Wholesale and retail trade,
manufacturing, and transport and transport equipment
reported strong growth of 24.8 per cent, 71.7 per cent and
10.2 per cent respectively. Other, including conglomerates
engaged in diversified lines of business, rose by 24.2 per cent.
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Advances to Customers £5.6%

Investment Securities 22.9%

Trade finance advances recorded an encouraging growth of
HK$4.2 billion, or 37.3 per cent. This reflected strong
regional trade flows and the success of the Bank in further
expanding the commercial banking business by leveraging
on strong relationship management, customised trade
solutions and e-services.

Lending to individuals fell by HK$1.1 billion, or 0.9 per cent.
Excluding the fall of HK$3.9 billion in mortgages under the
suspended GHOS, there was a growth of 3.1 per cent in
individual lending. Credit card advances grew by 20.3 per
cent with an expanded card base and card spending. Other
lending to individuals, mainly personal and tax loans,
together rose 23.2 per cent, reflecting improved consumer
and investor confidence. Residential mortgages rose slightly
by 0.5 per cent, in an intensely competitive market
environment. Despite the strong growth in new mortgages
drawdown, early repayment rose significantly in an active
property market.

Gross advances for use outside Hong Kong rose by HK$5.4
billion, or 81.0 per cent, mainly reflecting the encouraging
growth in the loan portfolios of Mainland branches.




Customer deposits

Current, savings and other deposit accounts, including
certificates of deposit and other debt securities in issue,
increased by HK$23.5 billion, or 5.3 per cent, to HK$463.4
billion, compared with HK$439.9 billion at 31 December
2003. Customer deposit accounts rose by HK$15.3 billion,
or 3.6 per cent. The growth was mainly recorded in savings
and current accounts while time deposits fell in the low
interest rate environment.

Customer Deposits for 2004

3.5% Certificates of Deposit and
Other Debt Securities in Issue

Certificates of deposit and other debt securities in issue rose
by HK$8.2 billion, or 102.8 per cent, to HK$16.1 billion.

Structured deposits, certificates of deposit and other
instruments with returns linked to currency, interest rate and
other market indices, totalling HK$10.7 billion. A growth of
97.2 per cent was recorded as new products were introduced
to satisfy customer demand for yield enhancement products
in the low interest rate environment.

12.4% Current Accounts

35.6% Time and Other Deposits

. Customer Deposits for 2003

1.8% Certificates of Deposit and
Other Debt Securities in Issue

)

Savings Accounts 48.5%

&

11.0% Current Accounts

40.4% Time and Other Deposits

Shareholders’ funds

At 31 December {HK$m) 2004 2003
Share capital 9,559 9,559
Retained profits 21,395 19,720
Premises and investment

properties revaluation reserves 7.564 5,813
Long-term equity investment

revaluation reserve 935 1,009
Capital redemption reserve 99 99

39,552 36,200

Proposed dividends 3,633 3,441
Shareholders’ funds 43,185 39,641
Return on average

shareholders’ funds (% p.a.) 27.6 23.4

w Savings Accounts 46.8%

Shareholders’ funds (excluding proposed dividends) rose by
HK$3,352 million, or 9.3 per cent, to HK$39,552 million at
31 December 2004. Retained profits also increased by
HK$1,675 million. Premises and investment properties
revaluation reserves rose by HK$1,751 million, reflecting the
rise in the property market.

The return on average shareholders’ funds was 27.6 per
cent, compared with 23.4 per cent in 2003, reflecting the
growth in attributable profit.

There was no purchase, sale or redemption of the Bank's
listed securities by the Bank or any of its subsidiaries in 2004.
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Funds under management

Funds under management (HKSm) 2004 2003
At 1 January 57,861 40,608
Additions 70,619 48,069
Withdrawals (43,166) (33,526)
Value change 4,213 1,855
Exchange adjustments 405 855
At 31 December 89,932 57,861

Funds under management of HK$89,932 million were
HK$32,071 million, or 55.4 per cent, higher than at 31
December 2003, due to expansion of our asset management
and private banking businesses.

CAPITAL MANAGEMENT

Capital resources management

Analysis of capital base and

risk-weighted assets (HK$m) 2004 2003
Capital base
Tier 1 capital

Share capital 9,559 9,559

Retained profits 20,560 19,084

Capital redemption reserve 929 99

Less: goodwill (302) -

Total 29,916 28,742
Tier 2 capital

Premises and investrment

properties revaluation reserves 5,322 4,096
Long-term equity investment
revaluation reserve 625 688

General loan provisions 289 1,101

Total 6,236 5,885
Unconsolidated investments

and other deductions (2,829) (1,283)
Total capital base after deductions 33,323 33,344
Risk-weighted assets
On-balance sheet 259,429 234,251
Off-balance sheet 16,577 15,047
Total risk-weighted assets 276,006 249,298
Total risk-weighted assets

adjusted for market risk 277,029 253,326
Capital adequacy ratios
After adjusting for market risk

Tier 1* 10.8% 11.3%

Total™ "12.0% 13.2%
Before adjusting for market risk

Tier 1 10.8% 11.5%

Total 12.1% 13.4%

* The capital ratios take into account market risks in accordance with
the relevant Hong Kong Monetary Authority guideline under the
Supervisory Policy Manual.

38 Hang Seng Bank

The total capital ratio fell by 1.2 percentage points to 12.0
per cent at 31 December 2004, compared with 13.2 per
cent at 31 December 2003. The capital base at 31 December
2004 was maintained at HK$33.3 billion, the same level as
at the previous year-end. The rise in premises and investment
properties revaluation reserves and retained profits has been
offset by the deduction of the cost of investment in Industrial
Bank Co., Ltd (IB) and the release of general provisions. Risk-
weighted assets adjusted for market risk grew by 9.4 per
cent, mainly attributable to the increase in advances to
customers and debt securities holdings.

The deduction of goodwill from tier 1 capital base on
acquisition of the IB investment, and the growth in risk-
weighted assets, caused the tier 1 capital ratio to fall by 50
basis points to 10.8 per cent,

RISK MANAGEMENT

Risk management is an integral part of Hang Seng's business
management. The most important types of risks to which
Hang Seng is exposed to are credit risk, liquidity risk, market
risk and operational risk. Hang Seng's risk management
policy is designed to identify and analyse risks, to set
appropriate risk limits and to monitor these risks and limits
continually by means of reliable and up-to-date management
information systems. Hang Seng's risk management policies
and major control limits are approved by the Board of
Directors and they are monitored and reviewed regularly by
the Executive Committee and Audit Committee.

Credit risk

Credit risk is the risk that financial loss arises from the failure
of a customer or counterparty to meet its obligations under
a contract. It arises principally from lending, trade finance,
treasury and leasing activities. Hang Seng has dedicated
standards, policies and procedures in place to controf and
monitor all such risks.

Credit Risk Management (CRM) is mandated to provide
centralised management of credit risk, CRM is headed by
the Chief Credit Officer who reports to the Chief Executive
and functionally reports to the HSBC Group Credit and Risk.
Hang Seng conforms with the HSBC Group standards in
establishing its credit policies. The responsibilities of CRM
include the following:




Formulating high level credit policies which are embodied
in the Credit Risk Manual as approved by the Board of
Directors;

Establishing and maintaining Hang Seng’s Large Credit
Exposure Policy. This policy sets controls over the
maximum level of Hang Seng’'s exposure to customers
and customer groups and other risk concentrations in
an approach which is designed to be more conservative
than internationally accepted regulatory standards,

Issuing Lending Guidelines to provide business units with
clear guidance on Hang Seng’s attitude towards and
appetite for lending to, inter alia, specified market
sectors, industries, and products. They are regularly
updated and provided to all credit and marketing
executives,

Undertaking an independent review and objective
assessment of risk. CRM assesses all commercial non-
bank credit facilities over designated limits criginated
by business units, prior to the facilities being offered to
the customer. Renewals and reviews of commercial non-
bank facilities over designated levels are also subject to
such independent review and assessment;

Controlling exposures to banks and financial institutions.
As full authority has been devolved to HSBC Group Credit
and Risk to approve Hang Seng's credit and settlement
risk limits to counterparties in the financial and
government sectors, Hang Seng CRM co-ordinates with
the dedicated unit within Group Credit and Risk which
controls and manages these exposures on a global basis
using centralised systems and automated processes;

Controlling cross-border exposures. Similar to the control
of exposures to banks and financial institutions, CRM
co-ordinates with the dedicated unit within Group Credit
and Risk to control country and cross-border risk using
centralized systems, through the imposition of country
limits with sub-limits by maturity and type of business.

Country limits are determined taking into account

economic and political factors together with local
business knowledge. Transactions with countries deemed
to be higher risk are considered on a case-by-case basis;

s Controlling exposure to selected industries. CRM controls
Hang Seng’s exposure to the shipping and aviation
industries, and closely monitors exposures to other
industries such as telecommunicaticons, insurance and
commercial real estate. Controls and restrictions on new
business or the capping of exposure may be introduced
where necessary;

e Maintaining facility grading process. Hang Seng adopts
HSBC's grading structure which contains seven grades,
the first three of which are applied to differing levels of
satisfactory risk. Of the four unsatisfactory grades, grades
6 and 7 are non-performing loans. For banks, the grading
structure involves ten tiers, six of which cover satisfactory
risk. It is the responsibility of the final approving executive
to approve the facility grade. Facility grades are subject
to frequent review and amendments, where necessary,
are required to be undertaken promptly;

e Reporting to senior executives on aspects of the Hang
Seng loan portfolio. Credit Committee, Executive
Committee, Audit Committee, the Board of Directors
and Group Credit and Risk also receive regular reports;

e Managing and directing credit-related systems initiatives;
and

¢ Providing advice and guidance to business units on
various credit-related issues.

Special attention is paid to problem loans. Recovery units
are established by Hang Seng to provide customers with
intensive support in order to maximize recoveries of doubtful
debts.

Provisions for bad and doubtful debts are made promptly
where necessary and on a prudent and consistent basis
with established guidelines. Management regularly
performs an assessment of the adequacy of the established
provisions for bad and doubtful debts by conducting a
detailed review of the loan portfolio, comparing
performance and delinquency statistics against historical
trends and undertaking an assessment of current economic
conditions. Management also focuses particularly on the
appropriateness of grades assigned to facilities to those
borrowers and portfolio segments classified below
satisfactory grades.
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Liquidity risk

Liquidity management is essential to ensure the Bank has
the ability to meet its obligations as they fall due. It is Hang
Seng’s policy to maintain a strong liquidity position by
properly managing the liquidity structure of its assets,
liabilities and commitments so that cash flows are
appropriately balanced and all funding obligations are
comfortably met.

Hang Seng is required to comply with the regulatory liquidity
requirement, mainly to maintain the liquidity ratio in
accordance with the Fourth Schedule of the Hong Kong
Banking Ordinance. Hang Seng’s average liquidity ratio in
2004 of 47.2 per cent (46.2 per cent in 2003) which well
exceeded the minimum requirement of 25 per cent. In
addition, Hang Seng also complies with the HSBC Group’s
liguidity requirements, which impose stricter criteria for the
holding of liquid assets, as prescribed by the HSBC Group
Executive Committee.

Hang Seng has established policies and procedures to
monitor and control its liguidity position on a daily basis by
adopting a cash flow management approach. Hang Seng
always maintains a stock of high quality liguid assets to
ensure the availability of sufficient cash flow to meet its
financial commitments, including customer deposits on
maturity and undrawn facilities, over a specified future
period. The liquidity management process is menitored by
the Asset and Liability Management Committee and is
reported to the Executive Committee and the Board of
Directors.

As a major source of funding, Hang Seng maintains a
diversified and stable customer deposit base, both by
maturity and market segment. Hang Seng is active in the
local money and capital markets to manage the maturity
profile of assets and liabilities and to secure the availability
of interbank and wholesale deposits at market rates.

Market risk

Market risk is the risk that foreign exchange rates, interest
rates or equity and commaodity prices will move and result
in profits or losses to Hang Seng. Market risk arises on
financial instruments which are valued at current market
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prices (mark-to-market basis) and those valued at cost plus
any accrued interest (accrual basis). Hang Seng’s market risk
arises from customer-related business and from position
taking.

Market risk is managed within risk limits approved by the
Board of Directors. Risk limits are set by product and risk
type with market liquidity being a principal factor in
determining the level of limits set. Limits are set using a
combination of risk measurement techniques, including
position limits, sensitivity limits, as well as value-at-risk (VAR)
limits at a portfolio level.

Hang Seng adopts the risk management policies and risk
measurement techniques developed by the HSBC Group.
The daily risk monitoring process measures actual risk
exposures against approved limits and triggers specific action
to ensure the overall market risk is managed within an
acceptable level.

VAR is a technique which estimates the potential losses that
could occur on risk positions taken due to movements in
market rates and prices over a specified time horizon and to
a given level of confidence. The model used by Hang Seng
calculates VAR on a variance/covariance basis, using historical
movements in market rates and prices, a 99 per cent
confidence level and a 10-day holding period and generally
takes account of correlations between different markets and
rates. The movement in market prices is calculated by
reference to market data for the last two years. Aggregation
of VAR from different risk types is based upon the assumption
of independence between risk types. In recognition of the
inherent limitations of VAR methodology, stress testing is
performed to assess the impact of extreme events on market
risk exposures.

Hang Seng has obtained approval from the Hong Kong
Monetary Authority (HKMA) for the use of its VAR model to
calculate market risk for capitat adequacy reporting and the
HKMA has expressed itself satisfied with Hang Seng’s market
risk management process.

Hang Seng's VAR for all interest rate risk and foreign
exchange risk positions and on individual risk portfolios for
2004 and 2003 are shown in the tables on page 41.




Minimum Maximum Average

At 31 December during during for the
VAR (HKSm) 2004 the year the year year
VAR for all interest rate risk and foreign exchange risk 304 249 605 372
VAR for foreign exchange risk (trading) 3 1 58 33
VAR for interest rate risk
- trading 4 ] 16 4
- accrual 394 244 603 371
Minimum Maximum Average
At 31 December during during for the
VAR (HK$m) 2003 the year the year year
VAR for all interest rate risk and foreign exchange risk 271 186 473 321
VAR for foreign exchange risk (trading) 57 2 156 32
VAR for interest rate risk
- trading 1 1 " 4
- accrual 264 186 472 315

The average daily revenue earned from market risk-related
treasury activities in 2004, including accrual book net interest
income and funding related to dealing positions, was HK$10
million (HK$8 million for 2003). The standard deviation of
these daily revenues was HK$5 million (HK$7 million for
2003). An analysis of the frequency distribution of daily

Value At Risk for 2004
HK$m
600

revenues shows that out of 249 trading days in 2004, losses
were recorded on only two days and the maximum daily
loss was HK$6 million. The most frequent result was a daily
revenue of between HK$6 million and HK$10 million, with
143 occurrences. The highest daily revenue was HK$38
million.
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Daily Distribution of Market Risk Revenues for 2004
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Foreign exchange exposure

Hang Seng’s foreign exchange exposures mainly comprise
foreign exchange dealing by Treasury and currency exposures
originated by its banking business. The latter are transferred
to Treasury where they are centrally managed within foreign
exchange position limits approved by the Board of Directors.
The average one-day foreign exchange profit for 2004 was
HK$4 million (HK$2 million for 2003). Structural foreign
exchange positions arising from capital investment in
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subsidiaries and branches outside Hong Kong, mainly in US
dollar and renminbi, are managed by the Asset and Liability
Management Committee (ALCO).

At 31 December 2004, the US dollar (US$) and renminbi
(RMB) were the currencies in which Hang Seng had a non-
structural foreign currency position which exceeded 10 per
cent of the total net position in all foreign currencies.




Total foreign currency positions (HK$m)

2004
Other Total
foreign foreign
Usb RMB currencies currencies
Spot assets 173,071 2,664 112,074 287,809
Spot liabilities (171,698) (2,400) (94,709) (268,807)
Forward purchases 68,726 207 28,826 97,753
Forward sales (69,795) (192) (46,148) (116,135)
Net options position (37) - 37 -
Net long non-structural position 267 279 80 626
Net structural position 850 1,998 108 2,956

Interest rate exposure

Interest rate risks comprise those originating from treasury
activities, both trading positions and accrual books and
structural interest rate exposures. Structural interest rate risk
arises from the differing repricing characteristics of
commercial banking assets and liabilities, including
non-interest bearing liabilities, such as shareholders’ funds
and some current accounts. Structural interest rate risks were
transferred to Treasury based on contractual or behavioural
maturity directly or through the ALCO book.

Treasury manages interest rate risks within the limits
approved by the Board of Directors and under the monitor
of ALCO. The average daily revenue earned from treasury-
related interest rate activities for 2004 was HK$6 million
(HK$6 million for 2003).

Interest rate sensitivity analysis is useful in managing the
interest rate risk of the accrual portfolio. The below table
discloses the mismatching of the dates on which interest
receivable on assets and payable on liabilities are next reset
to market rates on a contractual basis, or, if earlier, the dates

on which the instruments mature. Actual reset dates may
differ from contractual dates owing to prepayments and the
exercise of aptions. In addition, contractual terms may not
be representative of the behaviour of assets and liabilities.
For these reasons, Hang Seng takes into account behavioural
characteristics in the management of its interest rate risk,
rather than on the contractual basis set out in the table on
page 44.

A positive interest rate sensitivity gap exists where more
assets than liabilities re-price in a given period. Although a
positive gap position tends to benefit net interest income in
a rising interest rate environment, the actual effect will
depend on a number of factors, including the extent to which
repayments are made earlier or later than the contracted
date and variations in interest rates within re-pricing periods
and among currencies. Similarly, a negative interest rate
sensitivity gap exists where more liabilities than assets
re-price during a given period. In this case, a negative gap
position tends to benefit net interest income in a declining
interest rate environment, but again the actual effect will
depend on the same factors as for positive interest rate gaps.
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Interest rate sensitivity analysis (HK$Sm)

2004 More
than 3 More than Non-
months 6 months Mare interest
Upto3 and up to and up to than 12 earning/ Trading
months 6 months 12 months months bearing Book Total

Assets
Cash and short-term funds 56,807 - 3,505 - 5,539 2,347 £8,198
Placings with banks

maturing after one month 11,211 3,101 1,919 - - - 16,231
Certificates of deposit 20,539 2,366 4,318 6,348 - 19 33,590
Investment securities 63,977 7,027 11,253 53,821 1,947 1,866 139,891
Advances to customers 222,916 14,781 6,182 5,349 2,546 99 251,873
Other assets™ 1,857 836 97 313 33,984 1,695 38,842
Total assets 377,307 28,171 27,274 65,831 44,016 6,026 548,625
Liabilities
Current, savings and other

deposit accounts 417,652 5,617 3,242 7,476 29,429 - 463,416
Deposits from banks 8,018 - - - 514 39 8,631
Other liabilities™® 3,446 18 - - 21,954 7,123 32,541
Minority interests - - - - 852 - 852
Shareholders’ funds - - - - 43,185 - 43,185
Internal funding of the

trading book 1,196 - - - - (1,196) -
Total liabilities 430,312 5,635 3,242 7,476 95,934 6,026 548,625
Off-balance sheet items (6,716) 643 2,077 3,996 - - -
Net gap position (59,721} 23,179 26,109 62,351 (51,918) - -
Cumulative gap position (59,721) (36,542) (10,433) 51,918 - - -

*

Amounts due from/to immediate holding company and fellow subsidiary companies are included under other assets and other liabilities.

Equities exposure

Hang Seng’s equities exposure in 2004 is mainly in long-term equity investments which are set out in note 20 “Long-term
investments” of the financial statements. Equities held for trading purposes are included under “Securities held for dealing
purposes” set out in note 15 of the financial statements and are mainly local and Asia equities. These are subject to trading
limit and risk management control procedures and other market risk regime.

Derivatives
Positions of derivative contracts outstanding (HK$m)
2004 Contract amount Mark-to-market values
Dealing  Non-dealing Paositive Negative
Foreign exchange contracts
Spot and forward : 138,269 - 704 670
Currency swaps 779 310 21 15
Currency options 22,069 - 109 106
Interest rate contracts
Interest rate swaps 43,688 70,915 928 1,347
Interest rate futures 1,741 - - -
(nterest rate options 3,326 - 11 11
Equity contracts
Equity futures M - - -
Equity options 1,362 - 5
Analysis of mark-to-market values
Trading contracts 1,347 1,272
Non-trading contracts 431 882
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Derivatives are financial contracts whose value and
characteristics are derived from underlying assets, exchange
and interest rates, and indices. They mainly include futures,
forwards, swaps and options in foreign exchange, interest
rate, equity and equity indices and commaodities. Derivative
positions arise from transactions with customers as well as
Hang Seng’s own dealing and asset and liability management
activities. These positions are managed carefully to ensure
that they are within acceptable risk levels.

Derivative instruments are subject to both market risk and
credit risk. Market risk from derivative positions is controlled
individually and in combination with on-balance sheet
market risk positions within Hang Seng’s market risk limits
regime as described on page 40. The credit risk relating to a
derivative contract is principally the replacement cost of the
contract when it has a positive mark-to-market value and
the estimated potential future change in value over the
residual maturity of the contract. The nominal value of the
contracts does not represent the amount of Hang Seng’s
exposure to credit risk. All activities relating to derivatives
are subject to the same credit approval and manitoring
procedures used for other credit transactions.

The table on page 44 provides an analysis of derivatives by
product at 31 December 2004, showing those contracts
undertaken for dealing and non-dealing purposes. Hang
Seng’s derivative positions are mainly in foreign exchange and
interest rate contracts. Option contracts are mainly undertaken
for option-linked investment/deposit products provided to
customers and the related hedges. Mark-to-market values of
derivatives designated for dealing purpose are included in
“Other assets” for positive amounts and “Other liabilities”
for negative amounts.

Operational risk

Operational risk is the risk of economic loss arising through
fraud, unauthorised activities, error, omission, inadequate or
failed internal process, people and systems or from external
events. The management of operational risk comprises the
identification, assessment, monitoring, control and mitigation
of the risks. Hang Seng appointed its Chief Operating Officer
in 2004 to ensure senior management is actively involved in
the management of operational risk and is actively overseeing
the whole operational risk management framework of the
Bank. It's operational risk management framework includes
the assignment of responsibility at senior management level,
identification of operational risks inherent in processes,
activities and products; adequate information systems to
record the identification and assessment of operational risks
and generate regular management reporting; and rigorous
collection and reporting of operational risk losses incurred.
This is supported by periodic independent reviews by internal
audit of the operational risk management processes, and by
monitoring external operational risk events which allows Hang
Seng to take account of the lessons learnt.

The risk of losses caused by human error and fraud is mitigated
under a well-established internal control environment in which
processes are documented, authorisation is independent and
where transactions are reconciled and monitored. Details of
the internal control system are described in the “Corporate
Governance and Other Information” on page 9. Adequate
insurance cover is taken to minimise losses in business
operation and on the holding of fixed assets. To reduce the
impact of and interruptions to business activities caused by
system failure or natural disaster, back-up systems and
contingency business resumption plans are in place for all
business and critical back-office functions. Back-up computer
systems and business resumption back-up sites are
maintained. Detailed contingency recovery procedures are
clearly documented, with periodic drills conducted to ensure
the procedures are current and correct.
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Hang Seng’s tradition of Corporate Social Responsibility
begins with the founders of Hang Seng Bank, who believed
they had a duty to share with the community what they
had gained from it.

Corporate Social Responsibility is a strategic imperative of
Hang Seng. As a socially and environmentally responsible
organisation, we are committed to enhancing the quality of
life of the communities in which we serve, as well as
promoting sustainable practices in our operations.

In 2001 our Bank was included as a constituent stock of the
FTSE4Good Global Index, which measures the performance
of companies using globally recognised standards of
corporate responsibility to facilitate investment in those
companies. Hang Seng was also named a Caring Company
for 2003/04 and 2004/05 by the Hong Kong Council of Social
Service in recognition of our exemplary corporate citizenship.

A BETTER COMMUNITY

We believe in contributing to the well-being of the
community and the future of the younger generation
through philanthropic and sponsorship activities focused on
education, community service, the arts and sports
development.

In support of education, we awarded 129 scholarships to
local and mainland China students in 2004. This took the
total number of scholarships we have awarded since 1995
to over 800 and the total value to about HK$40 million.

Under the Hang Seng Overseas Scholarship Scheme, six
students from Hong Kong and the Maintand took up places
at Princeton, Harvard, the University of Chicago and the
London School of Economics and Political Science during
the year. The number of Hang Seng Scholars who have

(Middle) The Bank’s Green
Ambassadors promote
environmental awareness as

(Right) The Hang Seng Athlete
Incentive Awards Scheme
awards athletes for their

(Left) Hang Seng Scholars
receive awards under the
Bank's Overseas Scholarship

Scheme.

48 Hang Seng Bank

part of Hang Seng's Go Green
campaign.

remarkable performance at the
2004 Olympic and Paralympic
Games in Athens.




received awards under the Overseas Scholarship Scheme
since 1996 now stands at 40.

Our support for education in the Mainland continued in 2004
with the rebuilding of another school under the Sowers
Action programme, whose goal is to improve basic education
in the Mainland. Through this programme, Hang Seng has
donated more than HK$1.5 million since 1999 for rebuilding
four schools in less developed areas of the Mainland,
benefiting over 1,700 students.

Under the “Hang Seng Bank Blossom with Music”
programme, the Bank provides schoolchildren with
opportunities to appreciate music. A total of 56,000 students
took part in this programme in 2003-04, taking the total
since 1998 to about 300,000 students. One of this year’s
programme highlights was a concert by the Hong Kong
Philharmonic Orchestra in the Penthouse of the Bank’s
headquarters for more than 100 children from special
schools.

To promote vigilance against crime among young people,
we sponsored the Hang Seng Bank ~ Help The Police Fight
Youth Crime Competition in 2004. This biennial competition
organised by the Hong Kong Police drew a record 120,058
entries. in the 6th China Golden Awards for Excellence in
Public Relations, the 2002 competition won the only Gold
Award in the Community Relations category.

Hang Seng has also been supporting the Ming Pao Student
Reporters Programme since 1999 to familiarise secondary
school students with the media and improve their language
skills. Over 3,000 students have participated.

ENCOURAGING EXCELLENCE

At Hang Seng we encourage the development of sports for
their value in promoting a healthy and balanced way of life.
In addition, we support talented athletes in the community
in their pursuit of excellence.

The Bank’s initial three-year programme for the sponsorship
of the Hang Seng Table Tennis Academy ended in 2003,
benefiting more than 40,000 participants since the
Academy’s establishment in 2001, The Bank announced its
continued sponsorship of the Academy for 2004-06, and
the number of participants is expected to increase to over
51,000. This will bring the Bank’s total sponsorship for the
Academy to HK$7.3 million and for the promotion of table
tennis since 1991 to about HK$20 million.

In order to recognise the hard work and achievements of
local athletes, we sponsored the Hang Seng Athlete Incentive
Awards Scheme organised by the Hong Kong Sports
Institute. A total of HK$1.56 million was awarded to eight
Hong Kong Olympic athletes for their remarkable
performance at the 2004 Olympic Games in Athens. For
participants in the Paralympics, the Bank awarded a total of
HK$962,000 to 12 medallists.

Over HK$4 million has been disbursed to 31 Hong Kong
athletes for their achievements since the inception of the
Hang Seng Athlete Incentive Awards Scheme in 1996.

A TRADITION OF GIVING

In 2004 Hang Seng made charitable donations and corporate
sponsorships amounting to HK$22 million, up from HK$13
million in 2003, including donations to the Hong Kong
Red Cross in support of the Indian Ocean tsunami disaster
relief effort.

The Bank took part in the fundraising activities of the
Community Chest, such as Dress Casual Day. Paid special
leave is given to staff who take voluntary service training,
such as that provided by the Auxiliary Medical Service, the
Auxiliary Police Force and Civil Aid Service.

During the year, we sent out 700,000 fund-raising inserts in
customer bank statements on behalf of various charitable
organisations.
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Hang Seng alse provides its design services, event
management expertise and other services to selected

. charitable organisations and non-profit sponsorship partners
free of charge.

To facilitate customer donations to charities, we launched
an e-Donation service in 2001.

VOLUNTEER ACTIVITY

The Bank's staff members participate in voluntary activities,
such as tree planting, beach cleaning and visiting the elderly
and orphanages. The Bank’s senior executives also contribute
their time, taking up roles and positions with charitable
organisations and public bodies.

In 2004 our staff contributed over 47,600 hours of their
time to help 2,778 people.

In recognition of the Bank’s volunteer efforts, Hang Seng
received the Champion of High Service Hour Award 2002
(Private Organisation) from the Social Welfare Department.

THE ENVIRONMENT

Socially responsible companies today recognise that they
have a role to play in promoting sound environmental policies
and to help support sustainable development throughout
society.

As a good corporate citizen, we are committed to following
practices in our operations that create minimal adverse
impact on the environment.

An Environmental Management Committee was set up in
December 2002 to oversee the implementation of our
environmental policy, which was launched in January 2003
with the approval of the Board. In July 2004 we established
an environmental management system (EMS) for the Bank’s
headquarters, which enables us to identify significant
environmental ifpacts in our operations and sets out the
processes for reducing those impacts.

The Bank’s commitment to its environmental policy was
reflected in its awarding in January 2005 of ISO 14001
certification for its EMS at the headquarters. Hang Seng was
the first local financial institution in Hong Kong to receive
this internationally-recognised certification.

Our environmental policy and practices govern our lending
Criteria, customer services, staff, supplier relations and
community relations.

We follow the Equator Principles in our lending to customers.
These Principles set guidelines for addressing environmental
and social risks in project financing. In our credit decision-
making process, we expect customers to comply with the
appropriate environmental laws and regulations in their
respective industries.

We have increased our efforts to save resources in-house
and in our customer transactions by promoting electronic
communications and services. Reflecting the success of these
efforts, the number of personal e-Banking customers now
exceeds 440,000.

Our customers can also take advantage of Hang Seng’s series
of e-Cards, the most comprehensive of any local financial
institution. Since the launch of this service four years ago,
over 240,700 e-Cards — including Christmas cards with an
environmental theme — have been sent by customers.

What's more, we have developed corporate items and
publicity materials that make use of recycled or
environmentally-friendly materials. These include name
cards, pocket diaries, posters, corporate gifts, and, since
1994, our annual report.

QOur "Hang Seng Go Green” campaign encourages staff to
be environmentally conscious in all of our operations. As a
result, we have stepped up efforts to reduce energy and
water consumption, minimise waste generation and increase

recycling.
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To promote green practices among staff, a Bank-wide Green
Ambassador Scheme was set up in 2003. The Bank’s
environmental progress is supervised by the Managing
Director and Chief Operating Officer in his capacity as Green
Champion.

Environmental Management System training has also been
provided to more than 100 staff members, and an EMS
training video was produced for distribution to all
departments. Starting in 2004, monthly environmental
inspections have been carried out and an annual EMS audit
conducted in the Bank's headquarters.

We have planted 30,000 trees at Shek O Country Park and
Tung Tze, Tai Po through the Agricuiture, Fisheries and
Conservation Department’s Corporate Afforestation Scheme.

The Bank supports WWF Hong Kong as a diamond corporate
member.

ENVIRONMENTAL PERFORMANCE

2004 2003 2004 vs
2003
Greenhouse gas emission
per person {tonnes CO2/FTE) 3.62 3.74 -3%
Greenhouse gas emission
per m? (tonnes CC2/m?) 0.21 0.21 -
Greenhouse gas emission
(kilotonnes CO2) 26.2 26.4 1%
Energy consumption
per person (KWh/FTE) 4,657 4,781 -3%

Energy consumption per m?
(kWh/m?) 276 273 +1%

Energy consumption (GWh) 33.79 33.81 -0.1%
Water consumption per FTE

(m3FTE) 13.9 18.5 -25%
Water consumption (000 m?) 101 131 -23%
Paper/cardboard waste recycled

(tonnes) 799 759 +5%
[T/electrical waste reused (tonnes) 37 33 +12%

Data coverage : Hang Seng Bank's local operations

Abbreviations:

COz2 : carbon dioxide

FTE : full-time equivalents
GWh : gigawatt-hours
kWh : kilowatt-hours

m? : square metres

m?3 : cubic metres
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SENIOR MANAGEMENT

DIRECTORS

Mr David Gordon ELDON cBs, Jp

Chairman

Age 59. Appointed a Director of the Bank in June 1996 and
non-executive Chairman on 1 January 1998. Chairman of
The Hongkong and Shanghai Banking Corporation Limited.
A Director of HSBC Holdings plc, MTR Corporation Limited
and Swire Pacific Limited. Steward of The Hong Kong Jockey
Club. Chairman of the Executive Committee of The
Community Chest of Hong Kong. Deputy Chairman of the
General Committee of The Hong Kong General Chamber
of Commerce and a member of the Hong Kong Trade
Development Council. Recipient of the Business Person of
the Year award in the Hong Kong Business Awards 2003.
Awarded the Gold Bauhinia Star by the HKSAR Government
in July 2004.

Mr Vincent Hoi Chuen CHENG osgg, Jp
Vice-Chairman and Chief Executive

Age 56. Appointed a Director of the Bank in October 1994
and became a Managing Director in April 1995. Appointed
Vice-Chairman and Acting Chief Executive in March 1998,
Vice-Chairman and Chief Executive since August 1998,
Chairman of Hang Seng Life Limited, Hang Seng School of
Commerce and the Board of Trustees of the Lord Wilson
Heritage Trust. A Director of The Hongkong and Shanghai
Banking Corporation Limited and Great Eagle Holdings
Limited. Chairman of the Process Review Panel for the
Securities and Futures Commission and the Standing
Committee on Directorate Salaries and Conditions of Service
of the HKSAR Government. President of the Hong Kong
Institute of Bankers. Vice-Chairman of Business and
Professionals Federation of Hong Kong. A Committee
Member of the Chinese General Chamber of Commerce. A
member of the Standing Committee of the Beijing Municipal
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Committee of the Chinese People’s Political Consultative
Conference and the independent Commission on
Remuneration for Members of the Executive Council and
the Legislature of the HKSAR. Vice Patron of The Community
Chest of Hong Kong. Court member of the Hong Kong
University of Science and Techniology. Visiting professor of
Zhejiang University of China and Shenzhen University of
China since September 2000 and April 2001 respectively.
Honorary professor of Southwestern University of Finance
& Economics of China since October 2000. Awarded Director
of the Year in the category of Listed Company Executive
Directors by The Hong Kong Institute of Directors in 2004.

Mr CHAN Cho Chak John cBs, sp

Age 61. Managing Director of The Kowloon Motor Bus
Company (1933) Limited. A Director of The Kowloon Motor
Bus Holdings Limited and Guangdong Investment Limited. A
Director and Chairman of RoadShow Holdings Limited. Former
member of the Hong Kong Civil Service from 1964 to 1978
and from 1980 to 1993. Key posts held in Government
included Private Secretary to the Governar, Deputy Secretary
{General Duties), Director of Information Services, Deputy
Chief Secretary, Secretary for Trade and Industry and Secretary
for Education and Manpower. Deputy Chairman of The Hong
Kong Jockey Club. Chairman of the Council of the Hong Kong
University of Science and Technology. Vice Patron and
Campaign Committee Co-Chairman of The Community Chest
of Hong Kong. Awarded the Gold Bauhinia Star by the HKSAR
Government in July 1999. Appointed a Director of the Bank
in August 1995,

Dr CHENG Yu Tung ppMs, DBAlHon), LLD{Hon), DSSc{Hon)
Age 79. Chairman of New World Development Company
Limited. Managing Director of Chow Tai Fook Jewellery
Company Limited and a Director of Shun Tak Holdings
Limited. Appointed a Director of the Bank in March 1985.




*Dr CHEUNG Kin Tung Marvin pBa(Hon}, SBS, OBE, JP

Age 57. Chairman of the Listing Committee of the Main
Board and GEM of The Stock Exchange of Hong Kong
Limited, Board Member of the Airport Authority Hong Kong,
Member of the Exchange Fund Advisory Committee of the
Hong Kong Monetary Authority, Member of the Greater
Pearl River Delta Business Council, Vice-Chairman of the
Council of the Hong Kong University of Science and
Technology and Council Member of the Open University of
Hong Kong. An independent non-executive Director of both
HKR International Limited and Shui On Construction and
Materials Limited. Appointed a Director of the Bank in May
2004,

Mr Simon Jeremy GLASS

Age 42. Chief Financial Officer of The Hongkong and
Shanghai Banking Corporation Limited since April 2003.
Chief Executive of Bank of Bermuda, Hong Kong Branch.
Appointed a Director of the Bank in May 2003.

*Mr Jenkin HUI

Age 61. Director and Chief Executive of Pointpiper
Investment Limited. A Director of Central Development
Limited, Jardine Matheson Holdings Limited, Jardine Strategic
Holdings Limited and Hongkong Land Holdings Limited.
Appointed a Director of the Bank in August 1994.

*Mr Peter LEE Ting Chang Jp

Age 51. Chairman of Hysan Development Company Limited.
A non-executive Director of Cathay Pacific Airways Limited,
SCMP Group Limited, Maersk (China) Shipping Company
Limited, and a Director of a number of other companies.
Vice President of the Real Estate Developers Association of
Hong Kong. Appointed a Director of the Bank in August
2002.

*Dr LI Ka Cheung Eric Fcpa (Practising), 68S, OBE, JP

Age 51. Senior partner of Li, Tang, Chen & Co., Certified
Public Accountants. Board Member of the international
Federation of Accountants. Member of The Tenth National
Committee of Chinese People’s Political Consultative
Conference. Director of The Kowloon Motor Bus Holdings
Limited, SmarTone Telecommunications Holdings Limited,
Wong's International (Holdings) Limited, CATIC International
Holdings Limited, China Vanke Cgo, Ltd, China Resources
Enterprise, Limited, RoadShow Holdings Limited, Sinochem
Hong Kong Holdings Limited and Strategic Global
Investments plc. President of Hong Kong Society of
Accountants in 1994. Chairman of Hong Kong Monetary
Authority’'s Process Review Committee, Member of its
Deposit-taking Companies Advisory Committee and Basel [l
Consultation Group. Member of the Clearing and Settlement
Systems Appeals Tribunal. Awarded the Gold Bauhinia Star
by the HKSAR Government in July 2003. Appointed a
Director of the Bank in February 2000.

Dr LO Hong Sui Vincent cBs, sp

Age 56. Chairman and Chief Executive of Shui On Group.
Chairman and Chief Executive Officer of Shui On Land
Limited. Director of Great Eagle Holdings Limited. An
independent non-executive Director of China Telecom
Corporation Ltd. Member of The Tenth National Committee
of Chinese People’s Political Consultative Conference. Vice
Chairman of All-China Federation of Industry & Commerce.
Honorary Life President of Business and Professionals
Federation of Hong Kong. President of Shanghai-Hong Kong
Council for the Promotion and Development of Yangtze.
Economic Adviser to the Chongging Municipal Government.
Court Member of the Hong Kong University of Science and
Technology. Awarded the Gold Bauhinia Star by the HKSAR
Government in July 1998. Recipient of the Businessman of
the Year award in the Hong Kong Business Awards 2001.
Awarded Director of the Year in the category of Listed
Company Executive Directors by The Hong Kong Institute
of Directors in 2002. Appointed a Director of the Bank in
February 1999.
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SENIOR MANAGEMENT (continued)

Mr MOK Wai Kin rFcca, cpa, Acls, ACiB

Age 56. Joined the Bank in 1966. Served in various positions
including retail banking, trade finance and internal audit.
Head of Audit Division from 1988 to July 1994. Appointed
Head of Retail Banking Division since August 1994.
Appointed Senior Assistant General Manager in January
1995, Deputy General Manager in July 1995 and General
Manager in January 1996. Appointed Director and General
Manager of the Bank in August 1999. Appointed Managing
Director and General Manager of the Bank in April 2000,
responsible for retail banking, private banking, investment
services and insurance business of the Bank. Appointed
Managing Director and Chief Operating Officer of the Bank
in January 2005. Member of Hong Kong Monetary
Authority’s Deposit-taking Companies Advisory Committee.
Court and Council Member of the Hong Kong Baptist
University. Vice-Chairman of the Board of Li Po Chun United
World College (Hong Kong), Limited and a Board Member
of Hang Seng School of Commerce.

Mr OR Ching Fai Raymond sr

Age 55. Executive Director of The Hongkong and Shanghai
Banking Corporation Limited since January 2005. Chairman
of HSBC Insurance (Asia-Pacific) Holdings Limited. A Director
of Bank of Communications Limited, Cathay Pacific Airways
Limited, Esprit Holdings Limited, Hong Kong Interbank
Clearing Limited and Hutchison Whampoa Limited. Awarded
“Justice of the Peace” in July 2004. Appointed a Director of
the Bank in February 2000.

Mr POON Chung Yin Joseph

Age 50. Independent non-executive Director of Grandland
Shipping Limited. Appointed Executive Director and Deputy
Chief Executive of the Bank in December 2004.
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* Dr SIN Wai Kin David pssc(Hon)

Age 75. Chairman of Myer Jewelry Manufacturer Limited.
Vice-Chairman of Miramar Hotel and Investment Company
Limited. Executive Director of New World Development
Company Limited. A Director of King Fook Holdings Limited.
Appointed a Director of the Bank in November 1991.

*

Mr Richard Yat Sun TANG Mga, BBS, JP

Age 52. Chairman and Managing Director of Richcom
Company Limited. A Vice Chairman of King Fook Holdings
Limited. A Director of Miramar Hotel and Investment
Company Limited and Hong Kong Commercial Broadcasting
Company Limited. Chairman of the Correctional Services
Children’s Education Trust Committee of the Correctional
Services Department, an Adjudicator of the Registration of
Persons Tribunal, a member of the HKSAR Passports Appeal
Board, a member of the Barristers Disciplinary Tribunal Panel
and a member of Customs & Excise Service Children’s
Education Trust Fund Investment Advisory Board. Awarded
“Justice of the Peace” in 1997. Awarded the Bronze Bauhinia
Star by the HKSAR Government in July 2000. Appointed a
Director of the Bank in August 1995.

Independent non-executive Directors

Mr D G Eldon is a Director of HSBC Holdings plc and The Hongkong
and Shanghai Banking Corporation Limited. Mr Vincent H C Chengis a
Director of The Hongkong and Shanghai Banking Corporation Limited.
Mr Raymond C F Or is an Executive Director of The Hongkong and
Shanghai Banking Corporation Limited. Mr S J Glass is a Director of
HSBC Asia Holdings BV, Chief Financial Officer of The Hongkong and
Shanghai Banking Corporation Limited. Each of HSBC Holdings pic,
HSBC Asia Holdings BV and The Hongkong and Shanghai Banking
Corporation Limited has an interest in the share capital of the Bank as
disclosed under the provisions of Divisions 2 and 3 of Part XV of the
Securities and Futures Ordinance.




SENIOR MANAGEMENT

Mr Vincent Hoi Chuen CHENG osg, Jp
Vice-Chairman and Chief Executive

(Biographical details are set out on page 52)

Mr POON Chung Yin Joseph
Executive Director and Deputy Chief Executive

(Biographical details are set out on page 54)

Mr MOK Wai Kin Fcca, cra, acis, AciB
Managing Director and Chief Operating Officer

{Biographical details are set out on page 54)

Mr LEUNG Wing Cheung William
General Manager and Head of Wealth Management

Age 50. Joined the Bank in 1994 as Assistant General
Manager and Head of Credit Card Centre. Appointed Deputy
General Manager and Deputy Head of Retail Banking in May
2000. Appointed Deputy Head of Commercial Banking in
October 2003. Appointed General Manager and Head of
Wealth Management since January 2005. Responsible for
wealth management of the Bank. A Director of HSBC Asset
Management (Hong Kong) Limited and EPS Company (Hong
Kong) Limited. Chairman of the Committee on Management
and Supervisory Training of the Vocational Training Coundil.
A member of the Hong Kong Sports Commission and the
Estate Agents Authority Board. A trustee and member of
the Moral Education Concern Group.

Mr NG Yuen Tin FukiB

Deputy General Manager and Head of Corporate
and institutional Banking

Age 53. Joined the Bank in 1971. Appointed Assistant
General Manager and Deputy Head of Corporate Banking
Division in January 1994. Appointed Head of Corporate and
Institutional Banking Division in September 1989. Appointed
Deputy General Manager and Head of Corporate and
fnstitutional Banking since July 2000. Responsible for
overseeing the corporate and institutional banking functions
of the Bank. Director and Chief Executive of Hang Seng

Finance Limited. A Director of HSI Services Limited. A
member of the Hang Seng Index Advisory Committee. An
Executive Committee Member of the Hong Kong Institute
of Bankers. An Executive Committee Member of The Chinese
Gold & Silver Exchange Society.

Mr CHAN Kwok Wai Patrick mBa, Fcpa, Fcca, acis
Deputy General Manager and Chief Financial Officer

Age 48. Joined the Bank in 1995 as Assistant General
Manager and Head of Financial Control. Appointed Chief
Financial Officer since 1998 and Deputy General Manager
in June 2003. A Director and Executive Committee member
of Industrial Bank Company Limited, PRC. A member of
Professional Accountants in Business Committee of HKICPA,
Professional Development Sub-committee of the ACCA
Hong Kong, advisory board on accounting studies of the
Chinese University of Hong Kong and the Hong Kong
University of Science and Technology, Investment Committee
of the Foundation of Tsinghua University Center for
Advanced Study Company Limited and Investment
Committee of Quality Education Fund.

Mr TAM Wai Hung David rcig, FHkiB

Deputy General Manager and Head of Commercial
Banking

Age 55, Joined the Bank in 1999 as Assistant General
Manager and Head of Commercial Banking. Appointed
Deputy General Manager in June 2003. Responsible for
overseeing the commercial banking business of the Bank
and the functional departments of trade services and cash
management.

Mr CHEUNG Tai Keung Jack
Deputy General Manager and Head of Treasury

Age 45, Joined the Bank in June 2004 as Deputy General
Manager and Acting Head of Treasury. Responsible for
overseeing the Treasury and Singapore operations.
Appointed Deputy General Manager and Head of Treasury
since August 2004. Director, Head of Balance Sheet
Management, Asia-Pacific Global Markets of The Hongkong
and Shanghai Banking Corporation Limited before joining
the Bank.
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The Directors have pleasure in presenting their report
together with the audited accounts for the year ended
31 December 2004.

PRINCIPAL ACTIVITIES

The Bank and its subsidiary and associated companies
are engaged in the provision of banking and related
financial services.

PROFITS

The consolidated profit of the Bank and its subsidiary and
associated companies for the year is set out on page 117
together with particulars of dividends which have been paid
or declared.

MAJOR CUSTOMERS

The Directors believe that the five largest customers of the
Bank accounted for less than 30% of the total of interest
income and other operating income of the Bank in the year.

SUBSIDIARIES

Particulars of the Bank’s principal subsidiaries at 31 December
2004 are set out on page 169.

SHARE CAPITAL

No change in either the authorised or issued share capital
took place during the year.

DONATIONS

Charitable donations made by the Bank and its subsidiaries
during the year amounted to HK$18 million.

DIRECTORS

The Directors of the Bank who were in office at the end of
the year were Mr D G Eldon, Mr Vincent H C Cheng,
Mr John C C Chan, Dr Y T Cheng, Dr Marvin K T Cheung,
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Mr S J Glass, Mr Jenkin Hui, Mr Peter T C Lee, Dr Eric K C L,
Dr Vincent H S Lo, Mr W K Mok, Mr Raymond C F Or,
Mr Joseph C Y Poon, Dr David W K Sin and Mr Richard
Y S Tang.

Dr Lee Quo-Wei and Dr Ho Tim retired as Directors with
effect from the conclusion of the Bank's Annual General
Meeting held on 22 April 2004 and, in recognition of their
contributions to the Bank, were then appointed Honorary
Senior Advisors to the Bank. It is with regret that the Directors
report the loss of Dr Ho, who passed away on 6 November
2004 at the age of 95. Dr Ho joined the Bank in 1933 and
had made important contributions to the Bank particularly
in the formative years. He was appointed Director and
General Manager in 1953 and Vice-Chairman from 1967 to
1979.

Mr Roger K H Luk resigned from the Board with effect from
6 December 2004 and would retire on 1 May 2005 after
30 years of service with the Bank.

Dr Marvin K T Cheung and Mr Joseph C Y Poon were
appointed Directors of the Bank with effect from 25 May
2004 and 7 December 2004 respectively. Both of them retire
under the provisions of the Bank's Articles of Association
and, being eligible, offer themselves for re-election.

The Directors retiring by rotation in accordance with the
Bank's Articles of Association are Mr John C C Chan, DrY T
Cheng and Dr Vincent H S Lo, who, being eligible, offer
themselves for re-election. :

No Director proposed for re-election at the forthcoming
Annual General Meeting has a service contract with the Bank
which is not determinable by the Bank within one year
without payment of compensation (other than statutory
compensation).

No contract of significance, to which the Bank or any of its
holding companies or any of its subsidiaries or fellow
subsidiaries was a party and in which a Director of the Bank
had a material interest, subsisted at the end of the year or
at any time during the year.




STATUS OF INDEPENDENT NON-
EXECUTIVE DIRECTORS

The Bank has received from each independent non-executive
Director an annual confirmation of his independence
pursuant to Rule 3.13 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited
(“the Listing Rules”) and the Bank still considers the
independent non-executive Directors to be independent.

BOARD COMMITTEES

The Board has set up three committees, namely the Executive
Committee, Audit Committee and Remuneration
Committee.

Executive Committee

The Executive Committee meets regularly and operates as a
general management committee under the direct authority
of the Board. The current members of the Executive
Committee include Mr Vincent H C Cheng (Chairman),
Mr Raymond C F Or, Mr joseph C Y Poon, Mr W K Mok
(Directors) and Mr William W Leung (General Manager).

Audit Committee

The Audit Committee meets regularly with the senior
financial, internal audit and compliance management and
the external auditors to consider the Bank’s financial
reporting, the nature and scope of audit reviews and the
effectiveness of the systems of internal control and
compliance. The current members of the Audit Committee
are Dr Eric K C Li (Chairman), Mr Richard Y S Tang and Dr
Marvin K T Cheung, all of whom are independent non-
executive Directors of the Bank.

Remuneration Committee

The Remuneration Committee, which has recently been set
up, will meet reguliarly to consider human resource issues
and to make recommendations to the Board on, among
others, the Bank’s policy and structure for all remuneration
of Directors and senior management in order to attract,
motivate and retain them. The current members of the
Remuneration Committee are Mr john C C Chan (Chairman),
Mr Jenkin Hui and Mr Peter T C Lee, all of whom are
independent non-executive Directors of the Bank.

CODE OF BEST PRACTICE AND
SUPERVISORY POLICY MANUAL ON
CORPORATE GOVERNANCE OF
LOCALLY INCORPORATED
AUTHORISED INSTITUTIONS

The Bank has complied throughout the year with the Code
of Best Practice adopted by the Bank, which includes all the
guidelines set out in Appendix 14 of the Listing Rules in
force during 2004, and has followed the module on
“Corporate Governance of Locally Incorporated Authorised
Institutions”under the Supervisory Policy Manual issued by
the Hong Kong Monetary Authority in September 2001.
Information about the Bank's Corporate Governance is given
on pages 8 to 13.

THE CODE FOR SECURITIES
TRANSACTIONS BY DIRECTORS

In relation to securities transactions by Directors, the Bank
has revised its code of conduct and has since 31 March 2004
adopted in it terms no less exacting than the required
standard set out in the Model Code for Securities
Transactions by Directors of Listed Issuers (ie Appendix 10
of the Listing Rules) as then in force.

DIRECTORS" COMPLIANCE WITH
THE CODE FOR SECURITIES
TRANSACTIONS BY DIRECTORS

Specific enquiry has been made of all Directors (including
those who have ceased to be Directors or who have become
Directors during the year ended 31 December 2004) who
have confirmed that they complied with the required
standard set out in the Model Code for Securities
Transactions by Directors of Listed Issuers (ie Appendix 10
of the Listing Rules) and the Bank’s code of conduct regarding
securities transactions by Directors (both as in force at the
material times) at the applicable times for the period from
1 January 2004 to 31 December 2004 (both dates inclusive).
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DIRECTORS  INTERESTS debentures of the Bank and its associated corporations (all
within the meaning of Part XV of the Securities and Futures
At the end of the financial year, the interests of the Directors Ordinance (“SFO")) disclosed in accordance with the Listing

in the shares, underlying shares of equity derivatives and Rules were detailed below.
Family
Personal Interests Corporate Total
Interests (Interests Interests Interests
(held as of spouse  (Interests of as % of the
beneficial or child controlled Other Total relevant issued
owner) under 18)  corporation) Interests interests  share capital

Number of Ordinary Shares of
HK$5 each in the Bank

Mr D G Eldon 300 - - - 300 0.00
Mr John C C Chan - - - 1,000 1,000 0.00
Mr W K Mok 1,625 - - - 1,625 0.00

Number of Ordinary Shares of
US$0.50 each in HSBC Holdings plc

Mr D G Eidon 98,904 @ 942 - 341,571® 441,417 0.00
Mr Vincent H C Cheng 37,030 77,488 - 194,769% 309,287 0.00
Mr John C C Chan 14,283 - - 3,000 17,283 0.00
Mr S J Glass 278 8,532 - 66,740® 75,550 0.00
Mr Jenkin Hui 9,732 24,342 1,078,368® - 1,112,442 0.01
Dr EricK C Li - 18,132 79,622 - 97,754 0.00
Mr W K Mok 18,960 - - 60,729® 79,689 0.00
Mr Raymond C F Or 91,086 33,851 - 164,423©® 289,360 0.00
Mr Joseph C Y Poon 22,599® 54,916 - 38,533®@ 116,048 0.00
Notes:

™ 1,000 shares in the Bank and 3,000 shares in HSBC Holdings plc were held by a trust of which Mr and Mrs John C C Chan were beneficiaries.
@ These shares are jointly held by Mr and Mrs D G Eldon.

3 pr Jenkin Hui was entitled to fully control the voting power at general meetings of Parc Palais Incorporated, a private company, which beneficially
held all of those shares referred to above as his corporate interests.

“ Dr Eric K C Li was entitled to control no less than one-third of the voting power at general meetings of a private company which beneficially held
all of those shares referred to above as his corporate interests.

) These shares are jointly held by Mr and Mrs Joseph C Y Poon.

® These represent interests in (i) options granted to Directors under the HSBC share plans to acquire ordinary shares of US$0.50 each in HSBC
Holdings plc and (ii} conditional awards of shares under the HSBC Holdings plc Restricted Share Plan made in favour of Directors and held by a
trust for ordinary shares of US$0.50 each in HSBC Holdings plc, as set against their respective names below:

Conditional awards of shares under the
HSBC Holdings plc Restricted Share Plan

Options (please refer to the (please refer to the awards

options table below for details) table below for further information) Total
Mr D G Eldon - 341,571 341,571
Mr Vincent H C Cheng 3,070 191,699 194,769
Mr S J Glass 41,348 25,392 66,740
Mr W K Mok 2,526 58,203 60,729
Mr Raymond C F Or 2,634 161,789 164,423
Mr Joseph C Y Poon 32,334 6,199 38,533

58 Hang Seng Bank




At the end of the financial year, the undermentioned Holdings plc set against their respective names. These options
Directors held unlisted physically settled options to acquire were granted for nil consideration by HSBC Holdings plc.
the number of ordinary shares of US$0.50 each in HSBC

Options exercised

Options during the year Exercise
held at (ordinary price per
31 December shares of share in Date Exercisable Exercisable
2004 US$0.50 each) pence granted from until
Mr Vincent H C Cheng 3,070 - 534.96 8 May 2003 1 Aug 2008 31 Jan 2009
Mr S J Glass 17,550 - ©37.54 29 Mar 1999 3 Apr 2002 29 Mar 2009
6,500 - 746.00 3 Apr 2000 3 Apr 2003 3 Apr 2010
7,500 - 871.20 23 Apr 2001 23 Apr 2004 23 Apr 20N
7,000 - 840.50 7 May 2002 7 May 2005 7 May 2012
2,798 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
41,348
Mr W K Mok - 3,126W 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
2,526 - 647.20 10 May 2004 1 Aug 2009 31 Jan 2010
2,526
Mr Raymond C F Or - 1,875 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
1,515 - 647.20 10 May 2004 1 Aug 2009 31 Jan 2010
2,634
Mr Joseph C Y Poon 3,750 - 501.60 24 Mar 1997 24 Mar 2000 24 Mar 2007
9,000 -~ 637.54 29 Mar 1999 29 Mar 2002 29 Mar 2009
4,750 - 746.00 3 Apr 2000 3 Apr 2003 3 Apr 2010
2,750 - 871.20 23 Apr 2001 23 Apr 2004 23 Apr 2011
4,400 - 840.50 7 May 2002 7 May 2005 7 May 2012
5,050 - 691.00 2 May 2003 2 May 2006 2 May 2013
1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
1,515 - 647.20 10 May 2004 1 Aug 2009 31 Jan 2010
32,334
Note:

() At the date of exercise, 2 August 2004, the market value per share was 833.5p.
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At the end of the financial year, the interests of the Directors
in the conditional awards of shares made in favour of them
under the HSBC Holdings plc Restricted Share Plan and held

Awards held at
1 January 2004
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by a trust for ordinary shares of US$0.50 each in HSBC
Holdings plc were as follows:

Shares

awarded released
to the Director
during the year

Awards held at
31 December 2004

Awards made
during the year

Mr D G Eldon 289,829
Mr Vincent H C Cheng 155,179
Mr S J Glass 12,467
Mr W K Mck 59,713
Mr Raymond C F Or 132,036
Mr Joseph C Y Pocn 6,199¢

Notes:

) This includes additional shares arising from scrip dividends.

2)

87,302 49,209 341,571
52,863 23,881 191,699
12,180 - 25,392
11,571 15,287 58,203
45,397 22,011 161,789

- - 6,199

2 This represents the awards held by Mr Joseph C Y Poon on 7 December 2004 when he was appointed a Director of the Bank.

All the interests stated above represent long positions. As at
31 December 2004, no short positions were recorded in the
Register of Directors’ and Chief Executives’ Interests and Short
Positions required to be kept under section 352 of the SFO.

Save as disclosed in the preceding paragraphs, at no time
during the year was the Bank or any of its holding companies
or its subsidiaries or fellow subsidiaries a party to any
arrangement to enable the Directors of the Bank to acquire
benefits by means of the acquisition of shares in or
debentures of the Bank or any other body corporate.

No right to subscribe for equity or debt securities of the
Bank has been granted by the Bank to, nor have any such
rights been exercised by, any person during the year ended
31 December 2004,

DIRECTORS' INTEREST IN
COMPETING BUSINESSES

Pursuant to Rule 8.10 of the Listing Rules, at the end of the
year, the following Directors had declared interests in the
following entities which compete or are likely to compete,
either directly or indirectly, with the businesses of the Bank:

Mr D G Eldon is a Director of HSBC Holdings pl¢, the ultimate
holding company of the Bank, and certain of its subsidiaries,
including The Hongkong and Shanghai Banking Corporation
Limited, the immediate holding company of the Bank.
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Mr Vincent H C Cheng is a Director of The Hongkong and
Shanghai Banking Corporation Limited and HSBC Insurance
(Asia-Pacific) Holdings Limited, a subsidiary of The Hongkong
and Shanghai Banking Corporation Limited.

Mr S J Glass is a Director of HSBC Asia Holdings BY, the
immediate holding company of The Hongkong and Shanghai
Banking Corporation Limited, and certain of its subsidiaries.

Mr W K Mck was a Director of HSBC Asset Management
{Hong Kong) Limited and HSBC Investment Funds (Hong
Kong) Limited, subsidiaries of The Hongkong and Shanghai
Banking Corporation Limited as at 31 December 2004, and
has ceased tc be a Director of both companies since
7 January 2005.

Mr Raymond C F Or is General Manager of The Hongkong
and Shanghai Banking Corporation Limited and was
appointed an Executive Director of The Hongkong and
Shanghai Banking Corporation Limited with effect from
1 January 2005. Mr Or is a Director of HSBC Insurance (Asia-
Pacific) Holdings Limited, a subsidiary of The Hongkong and
Shanghai Banking Corporation Limited. He is also a Director
of Bank of Communications Limited.

HSBC Holdings plc, through its subsidiaries and associated
undertakings, is engaged in providing a comprehensive range
of banking, insurance and related financial services.




The entities in which the Directors have declared interests are
managed by separate Boards of Directors and management,
which are accountable to their respective shareholders.

The Board of the Bank includes eight independent non-
executive Directors whose views carry significant weight in
the Board'’s decisions. The Audit Committee of the Bank,
which consists of three independent non-executive Directors,
meets regularly to assist the Board of Directors in reviewing
the financial performance, internal control and compliance
systems of the Bank and its subsidiaries. The Bank is,
therefore, capable of carrying on its businesses
independently of, and at arm’s length from, the businesses
in which Directors have declared interests.

DIRECTORS' EMOLUMENTS

The emoluments of the Directors of the Bank (including
executive Directors and independent non-executive
Directors) on a named basis are set out on page 143 of the
Bank’s accounts for the year ended 31 December 2004.

SUBSTANTIAL INTERESTS IN
SHARE CAPITAL

The register maintained by the Bank pursuant to the SFO
recorded that, as at 31 December 2004, the following
corporations had interests (as defined in that Ordinance) in
the Bank set opposite their respective names:

Number of Crdinary Shares
of HK$5 each in the Bank

Name of Corporation (Percentage of total)

The Hongkong and Shanghai
Banking Corporation Limited

HSBC Asia Holdings BV

HSBC Asia Holdings (UK)

HSBC Holdings BY

HSBC Finance (Netherlands)

HSBC Holdings plc

1,188,057,371 (62.14%)
1,188,057,371 (62.14%)
1,188,057,371 (62.14%)
1,188,057,371 (62.14%)
1,188,057,371 (62.14%)
1,188,057,371 (62.14%)

The Hongkong and Shanghai Banking Corporation Limited
is a subsidiary of HSBC Asia Holdings BV, which is a wholly-
owned subsidiary of HSBC Asia Holdings (UK), which in turn
is a wholly-owned subsidiary of HSBC Holdings BV. HSBC
Holdings BV is a wholly-owned subsidiary of HSBC Finance
(Netherlands), which in turn is wholly-owned by HSBC
Holdings plc. Accordingly, The Hongkong and Shanghai
Banking Corporation Limited’s interests are recorded as the

interests of HSBC Asia Holdings BV, HSBC Asia Holdings (UK),
HSBC Holdings BV, HSBC Finance (Netherlands) and HSBC
Holdings plc.

The Directors regard HSBC Holdings plc to be the beneficial
owner of 1,188,057,371 ordinary shares in the Bank
(62.14%).

All the interests stated above represent long positions. As
at 31 December 2004, no short positions were recorded in
the Register of Interests in Shares and Short Positions
required to be kept under section 336 of the SFO.

PURCHASE, SALE OR REDEMPTION
OF THE BANK'S LISTED
SECURITIES

During the year, there was no purchase, sale or redemption

by the Bank, or any of its subsidiaries, of the Bank’s listed
securities.

SUPERVISORY POLICY MANUAL ON
FINANCIAL DISCLOSURE BY
LOCALLY INCORPORATED
AUTHORISED INSTITUTIONS

The accounts of the Bank for the year ended 31 December
2004 fully comply with the module on “Financial Disclosure
by Locally incorporated Authorised Institutions” under the

Supervisory Policy Manual issued by the Hong Kong
Monetary Authority in November 2002.

AUDITORS

KPMG retire and, being eligible, offer themselves for re-
appointment. A resolution for the re-appointment of KPMG
as auditors of the Bank is to be proposed at the forthcoming
Annual General Meeting.

On behalf of the Board

David Eldon
Chairman
Hong Kong, 28 February 2005
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for the year ended 31 December 2004
(Expressed in millions of Hong Kong dollars)

d Ul AMUINL bWeala MWW W W LUV LU

Bt &E
note 2004 2003

FBUWA Interest income 5(a) 12,471 12,846
BT H Interest expense 5(b) (2,781) (2,667)
BREWA Net interest income 39,690 10,179
EmaZElA Other operating income 5(c) 6,363 5,198
EERA Operating income 16,053 15,377
BETH Operating expenses 5(d) (4,223) (3,902)
HBREHES A 2 EEBR Operating profit before provisicns 11,830 11,475
RIBEREE Provisions for bad and doubtful debts 5(e) 814 (792)
BEORF Operating profit 31(a) 12,644 10,683
BERETEERRERE Profit on tangible fixed assets and

237 long-term investments 6 432 461
ERyEERE/RE) Net surplus/(deficit) on property revaluation 23(a)&(d) 148 (37)
PRGBS DBl 2 A Share of profits of associated companies 143 30
BREA —REBER Profit on ordinary activities before tax 13,367 11,137
—REKRFZHIE Tax on profit on ordinary activities 7(a) (1,764) (1,423)
BBRE-REBER Profit on ordinary activities afzer tax 11,603 9,714
DBAR R AR Minority interests (208) (175)
EITRRESZRF Profit attributable to sharehoiders 8 11,395 9,539
R—R—BZREEH Retained profits at 1 January 30 19,720 19,440
BEITHEGHS Transfer from premises revaluation reserve
- Tt EREEITE - depreciation charge on revaluation surplus 30 75 68
-EHTURERY — realisation of revaluation surplus

EREE on disposal of premises 30 2 -
BEREMFEEHE Transfer from investment properties

revaluation reserve

-ELREMEMERZ - realisation of revaluation surplus on disposal

BiHEE of investment properties 30 149 23
BEREMBEE Exchange and other adjustments 30 4 18
iz 2 Dividends 9(a)&30 (9,942) (9,368)
RT=ZA=+—B2ZREAF Retained profits at 31 December 30 21,395 19,720

HKS HK$

BRAERN Earnings per share 10 5.96 4.99
SRS Dividends per share 9(a) 5.20 4.90

E—BtT_HEEE-_AZE=-EH

ZHEDBRRZ -8BG -

The notes on pages 122 to 202 form part of these accounts.
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—EEmE+-A=++H at 31 December 2004
(REBEETLIIR) (Expressed in millions of Hong Kong dollars)
i
note 2004 2003
EE Assets
EFREREHES Cash and short-term funds 12 68,198 71,903
—BAKEZEBRERAESE Placings with banks maturing after one month 13 16,231 18,029
FRE Certificates of deposit 14 33,590 28,683
REBERBEZES Securities held for dealing purposes 15 1,866 1,232
BEFER Advances to customers 16 251,873 229,466
EEERAFIERAGE Amounts due frem immediate holding company
BB Bl R K and fellow subsidiary companies 18 4,598 13,715
FRHIRE Long-term investments 20 138,025 113,881
BEENRIRE Investments in associated companies 22 2,397 549
BREATEE Tangible fixed assets 23 11,469 = 9,565
Hih BE Other assets 24 20,378 15,936
548,625 502,959
afE Liabilities
ER - BEREMER Current, savings and other deposit accounts 26 463,416 439,913
R TR Deposits from banks 27 8,631 1,202
BEEERQALREER Amounts due to immediate holding company
g NI R = and fellow subsidiary companies 18 3,928 2,412
HibEE Other liabilities 28 28,613 19,147
504,588 462,674
BAERE Capital Resources
DR FERR Minority interests 852 644
& AR Share capital 29 9,559 9,559
B Reserves 30 29,993 26,641
HRRE S Proposed dividends g 3,633 3,441
BKEE® Shareholders’ funds 43,185 39,641
44,037 40,285
548,625 502,959
HKS HK$
BREEEE Net asset value per share 23.03 21.07
NER =zE=zs David Eidon Chairman
BER sEEsRETRES Vincent H C Cheng Vice-Chairman and Chief Executive
RER =z Marvin K T Cheung  Director
BEE u= KW Ma Secretary
E-E-_+EEE-BHTH The notes on pages 122 to 202 form part of these accounts.

ZHFTRBIRIR S &R o
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at 31 December 2004
(Expressed in millions of Hong Kong dollars)

B
note 2004 2003
=93 Assets
ERESREHES Cash and short-term funds 12 41,548 40,085
—EBRA L EHREMNRE Placings with banks maturing after one month 13 7,321 15,928
TFEE Certificates of deposit 14 29,957 28,662
FEERABRZES Securities held for dealing purposes 15 1,800 1,093
EFER Advances to customers 16 198,917 170,495
EEREAERCAIRFASGR Amounts due from immediate holding company
EIEMNCIDNE and fellow subsidiary companies 18 2,749 7,949
MEBLRRR Amounts due from subsidiary companies 19 109,324 110,378
RHRA Long-term investments 20 107,914 85,937
HBARKRE Investments in subsidiary companies 21 2,004 1,997
BELAIRE Investments in associated companies 22 1,634 -
ERETEE Tangible fixed assets 23 8,587 7,193
HMEE Other assets 24 9,575 8,815
520,530 478,532
=Rt Liabilities
T BEREMTER Current, savings and other deposit accounts 26 453,992 430,009
R#EZFZ Deposits from banks 27 8,631 1,192
EEERARIREGR Amounts due to immediate holding company
LRl NGIREE A and fellow subsidiary companies 18 3,898 2,358
Y= /NCIRER i Amounts due to subsidiary companies 1,136 898
HAE Other liabilities 28 20,562 14,472
488,219 448,929
EAXRR Capital Resources
AR A Share capital 29 8,559 9,559
B Reserves 30 19,119 16,603
BIERE Proposed dividends 9 3,633 3,441
BEES Shareholders’ funds 32,311 29,603
520,530 478,532
XEE zEFs David Eldon Chairman
BBR SFEsEpfmes Vincent H C Cheng Vice-Chairman and Chief Executive
FER zZ Marvin K T Cheung Director
BE® pa KW Ma Secretary

BE—B-FT-HEE-HE-R

ZMiEBEREZ 815 -

The notes on pages 122 to 202 form part of these accounts.
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for the year ended 31 December 2004
{(Expressed in miflions of Hong Kong dollars)

_— duN

N =6

M5
note 2004 2003

R—A—RAZREESHES Shareholders’ funds at 1 January 39,641 43,085
EfEfTHHRE 2 BE/ Increase/(decrease) in revaluation reserve

(RE) of premises 30 1,203 (285)
ERITHREB R Deferred tax adjustment on revaluation

HIEAE of premises (6) (80)
BEHRBEYEHGEY Increase/(decrease) in revaluation reserve

BE/CRE) of investment properties 30
~ RITRHE R — Bank and subsidiary companies 618 (273)
- BN A — associated company 154 (125)
EHREREEHES Long-term equity investment revaluation reserve 30
- RERZEMRIEE — unrealised gains on revaluation 332 410
- AHERBAREREM - realisation on disposal {406) (410)

ERZEE
ERRERERE Deferred tax adjustment on revaluation of

BEEHIBRHE long-term equity investment - 2)
BMERHMAR Exchange and other adjustments 30 4 18
EAREESNBERZZF Net gains/(losses) recognised in

W e/ (E538) shareholders’ funds for the year 1,899 (747)
FRZIREES R Profit attributable to shareholders for the year 11,395 9,539
FRERKIBAZRE Dividends declared or approved during the year (9,750) (12,236)
®»t+=-—A=Z+—82 Shareholders’ funds

BRE® E8h at 31 December 43,185 39,641

F—B_+tZEEE-_B8FT_-H

ZHETDBEREZ 85 -
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for the year ended 31 December 2004
(Expressed in millions of Hong Kong dollars)

b= UN M

B 5E
note 2004 2003
REEXTHZRERARE  Net cash inflow from operating activities 31(a) 17,632 33,566
RERETDHZRERA Cash flows from investing activities
BABERARER Purchase of an interest in an associated company (1,634) -
WEEEAaRE Dividends received from an associated company 29 24
EARBRE Purchase of long-term investments (61,039) (98,041)
TESNBRRHRENSG Proceeds from sale or redemption of
long-term investments 39,337 69,710
BAEKEAEEE Purchase of tangible fixed assets (148) (142)
HEERETEEMS Proceeds from sale of tangible fixed assets 181 35
WERRHRERNE Interest received from long-term investments 3,258 2,496
WEREIEERE Dividends received from long-term investments 131 56
REEFBH RS MLFHE Net cash outflow from investing activities (19,893) (25,862)
REREEHZRERA Cash flows from financing activities
BIRAES Dividends paid [ @50 [ 0329
BMELTH RS RL EE Net cash outflow from financing activities (9,750) (10,324)
ReRERRSTEBEHZREY Decrease in cash and cash equivalents (12,011) (2,620)
R—B—HBZR&R Cash and cash equivalents
ZRREER at 1 January 77,575 76,817
hNERBRES R Effect of foreign exchange rate changes 1,487 3,378
RTZA=+—-HZBRER Cash and cash equivalents
ERREER at 31 December 31(b) 67,051 77,575

EF-E_+ZBEEE=-BF-H
ZHESBEE G -

The notes on pages 122 to 202 form part of these accounts.
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Year ended 31 December 2004
(Figures expressed in millions of Hong Kong Dollars unless otherwise indicated)

1. Basis of preparation

(a} These accounts have been prepared in accordance with all applicable Hong Kong
Financial Reporting Standards (which includes all applicable Statements of Standard
Accounting Practice and Interpretations) issued by the Hong Kong Institute of Certified
Public Accountants, accounting principles generally accepted in Hong Kong and the
requirements of the Hong Kong Companies Qrdinance. In addition, these accounts comply
fully with the module on “Financial Disclosure by Locally Incorporated Authorised
Institutions” under the Supervisory Policy Manual issued by the Hong Kong Monetary
Authority. These accounts also comply with the applicable disclosure provisions of the
Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited.

(b). The consolidated accounts comprise the accounts of Hang Seng Bank Limited (“the
Bank") and all its subsidiary companies made up to 31 December. The consolidated
accounts include the attributable share of the results and reserves of associated
companies, based on accounts made up to dates not earlier than three months prior to
31 December. All significant intra-group transactions have been eliminated on
consclidation. “The Group” refers to the Bank and its subsidiary and associated
companies.

{c) The accounts have been prepared under the historical cost convention, as modified
by the revaluation of certain securities and premises and investment properties as set
out in the accounting policies in notes 3(e) and 3(f) respectively.

(d) The accounting policies used in the preparation of these accounts are consistent
with those used in the previous year.

2. Nature of business

The Group is engaged primarily in the provision of banking and related financial services.

3. Principal accounting policies
(a) income recognition

Interest income is recognised in the profit and loss account as it accrues, except in the
case of doubtful debts (note 3(c)).

Fee and commission income is accounted for in the period when receivable, except
where the fee is charged to cover the costs of a continuing service to or risk borne for
the customer, or is interest in nature. In these cases, it is recognised on an appropriate
basis over the relevant period.
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3. Principal accounting policies (continued)
(b) Goodwill

Pasitive goodwill on acquisition of subsidiary and associated companies arises when the
cost of acquisition exceeds the Group’s share of the fair value of the separable net
assets acquired. For acquisitions before 1 January 1998, positive goodwill was charged
against “Reserves”. For acquisitions on or after 1 January 1998, positive goodwill is
recognised in the balance sheet in "Other assets” in respect of subsidiary companies
and in “Investment in associated companies” in respect of associated companies and is
amortised over its estimated life, usually taken as 20 years, on a straight line basis in the
profit and loss account. Positive goodwill is tested for impairment when necessary by
comparing the present value of the expected future cash flows from the relative subsidiary
or associated company with the carrying value of its net assets, including attributable
goodwill.

On disposal of the subsidiary or an interest held in an associated companies, any
attributable amount of goodwill not yet amortised through the profit and loss account
or which has previously been taken directly to reserves is included in the calculation of
the profit or loss on disposal of the company.

{c) Advances and doubtful debts

(i) Advances to customers and trade bills are measured at the cash consideration at the
time of the drawdown or acquisition and are stated in the balance sheet at the principal
amounts outstanding net of suspended interest and provisions for bad and doubtful
debts. (Policies on interest suspension and provisions are set out in 3{cj{iii),(iv) and (v}
below.)

(ii) Non-performing advances

Loans are designated as non-performing as soon as management has doubts as to the
ultimate recoverability of principal or interest. Except in certain limited circumstances,
all advances on which principal or interest is overdue for more than three months are
classified as non-performing. Non-performing advances also include advances that are
not yet overdue for more than three months but are considered doubtful.

(iii) Interest in suspense and non-accrual of interest

When a loan is considered doubtful, interest will be “suspended” by taking accrued
interest to a suspense account instead of to “Interest income” in the profit and loss
account. However, the suspension of interest may exceptionally be deferred for up to 12
months past due in the following situations:

— where cash collateral is held covering the total of principal and interest due and the
right of set-off is in place;

- where the value of net realisable tangible collateral is considered more than sufficient
to cover the full repayment of all principal and interest due and credit approval has
been given to the rolling-up or capitalisation of interest payments; or
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3. Principal accounting policies (continued)
{c) Advances and doubtful debts (continued)
(iii) Interest in suspense and non-accrual of interest (continued)

- for portfolios of small homogeneous [oans where provisions are made on a portfolio
basis using the roll rate methodology as described in note 3(c)(iv) below, interest income
will continue to accrue after the account is 90 days overdue and the interest will be
included as part of the loan balance for the purpose of making provisions.

Interest suspended on doubtful debts is netted in the balance sheet against “Advances
to customers” and accrued interest receivable in “Prepayments and accrued income”.

Where the probability of receiving interest payment is remote, interest is no longer accrued
and any suspended interest is written off.

Accrual of interest will not be resumed for non-performing accounts until interests and
principals are up-to-date and future payments are reasonably assured.

It is the Group’s policy to make provisions for bad and doubtful debts promptly where
required and on a prudent and consistent basis. There are two basic types of provisions,
specific and general, each of which is considered in terms of the charge and the amount
outstanding.

(iv) Specific provisions
Specific provisions represent the quantification of actual and expected losses from
identified accounts and are deducted from loans and advances in the balance sheet.

Other than where provisions on small balance homogenous loans are assessed on a
portfolio basis, the amount of specific provision raised is assessed case by case. The
amount of specific provision raised is the Group's conservative estimate of the amount
needed to reduce the carrying value of the asset to the expected ultimate net realisable
value, and in reaching a decision consideration is given, among other things, to the
following factors:

- the financial standing of the customer, including a realistic assessment of the likelihood
of repayment of the loan within an acceptable period;

- the Group’s aggregate exposure to the customer;

~ the likely dividend available on liquidation or bankruptcy;

— the realisable value of any collateral for the loan;
- the costs associated with obtaining repayment and realisation of the collateral; and

- if loans are not in local currency, the ability of the borrower to obtain the relevant
foreign currency.
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3. Principal accounting policies (continued)
(c) Advances and doubtful debts (continued)
(iv) Specific provisions (continued)

For portfolios of small homogeneous loans, specific provisions are made on a portfolio
basis using the roll rate methodology or similar formulaic approach. Roll rate methodology
is a statistical analysis of historical trends of the probability of default and amount of
consequential loss, assessed at each time period for which payments are overdue and
takes into account other historical data and an evaluation of current economic conditions
to calculate an appropriate level of specific provisions based on expected loss.

(v) General provisions

General provisions augment specific provisions and provide cover for loans which are
impaired at the balance sheet date but which will not be identified as such until some
time in the future. The Group maintains general provisions which are determined taking
into account the structure and risk characteristics of the Group’s loan portfolio and the
expected loss of the individual components of the loan portfolio based primarily on the
historical loss experience and management's judgement as to whether the current
economic and credit conditions are such that the actual level of inherent losses is likely
1o be greater or less than that suggested by historical experience. Historic levels of latent
risk are regularly reviewed to determine that the level of general provisioning continues
to be appropriate. General provisions are deducted from “Loans and advances to
customers” in the balance sheet.

{vi) Application of repayment from non-performing accounts

Amounts received from non-performing accounts (other than from realisation of collateral)
are applied to the repayment of suspended interest and then to the repayment of principal.
Amounts received from the realisation of collateral are applied to the repayment of
outstanding principal and then to suspended interest.

(vii) Write-off of loans

Where a loan has no reasonable prospect of recovery, the loan and related suspended
interest are written off. Credit card and unsecured personal loans are normally regarded
as having no reasonable prospect of recovery after 180 days overdue and are charged-
off accordingly.
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3. Principal accounting policies (continued)
(c) Advances and doubtful debts (continued)
(viii) Rescheduled advances

Rescheduled advances are those which have been rescheduled or renegotiated for reasons
related to the borrower’s financial difficulties. Rescheduling activity is designed to
maximise cash recovery on overdue accounts by slowing down the formal steps in
collection management to allow qualifying customers to repair or renegotiate satisfactory
maintenance of their accounts. This will normally involve the granting of concessionary
terms and will be counted as non-overdue as long as payments are made in accordance
with the rescheduled repayment schedule. A rescheduled advance will continue to be
disclosed as such until the debt has been performing in accordance with the rescheduled
terms for a period of six to twelve months. Rescheduled advances which have been
overdued for more than three months under the rescheduled terms are reported as
“Overdue advances” in accordance with the module on “Financial Disclosure by Locally
Incorporated Authorised Institutions” under the Supervisory Policy Manual issued by the
Hong Kong Monetary Authority.

(ix) Assets acquired in exchange for advances

Assets acquired in exchange for advances in order to achieve an orderly realisation
continue to be reported as advances. The asset acquired is recorded at the carrying
value of the advance disposed of at the date of the exchange, and further provisions are
made based on any subsequent deterioration in its value.

(x) Repossessed assets

Collateral assets are repossessed through court proceedings or voluntary delivery of
possession in the course of recovery of non-performing advances. Upon repossession of
the collateral assets, the advances are adjusted to the net realisable value of the
repossessed assets, usually resulting in a partial write-off of the advances against specific
provisions. Advances with repossessed collateral assets will continue to be accounted
for as “Advances to customers” and classified as non-performing.

(d) Translation of foreign currencies
Assets and liabilities denominated in foreign currencies are translated into Hong Kong
dollars at the rates of exchange ruling at the year-end. The results of branches and
subsidiary companies outside Hong Kong are translated into Hong Kong dollars at the
average rates of exchange for the year.

Exchange differences arising from the retranslation of opening foreign currency net
investments and exchange differences arising from retranslation of the result for the
year from the average rate to the exchange rate ruling at the year-end are accounted for
in “Retained profits”. Other exchange differences are recognised in the profit and loss
account.
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3. Principal accounting policies (continued)
{e) investments
(i) Securities held for dealing purposes and long-term investments

Debt securities in respect of which the Group has the expressed intention and ability to
hold until maturity are classified as “Held-to-maturity securities” and are included in the
balance sheet in the categories of “Treasury bills” (included in “Cash and short-term
funds”), "Certificates of deposit” or “Long-term investments” as appropriate. Held-to-
maturity debt securities are included in the balance sheet at cost less provision for any
impairment (note 3(g)).

Where dated debt securities have been purchased at a premium or discount, those
premiums and discounts are amortised through the profit and loss account over the
period from the date of purchase to the date of maturity. These securities are included
in the balance sheet at cost adjusted for the amortisation of premiums and discounts
arising on acquisition. The amortisation of premiums and discounts is included in “Interest
income”.

Any profit or loss arising on disposal of held-to-maturity securities prior to maturity or
on transfer to securities held for dealing purposes is included in the profit and loss
account as it arises and is included in "Profit on tangible fixed assets and long-term
investments”.

Equity shares intended to be held on a continuing basis are classified as “Long-term
investments” and are included in the balance sheet at fair value. Gains and losses arising
from changes in fair value, net of deferred tax where appropriate, are accounted for as
movements in the “Long-term equity investment revaluation reserve”. When an
investment is disposed of, the cumulative profit or loss, including any amounts previously
recognised in the long-term equity investment revaluation reserve, is included in the
profit and loss account for the year in “Profit on tangible fixed assets and long-term
investments”. When an investment is determined to be impaired, the impairment loss
(including any revaluation gains or losses previously recognised in the long-term equities
investment revaluation reserve) is taken to profit and loss account.

Other securities are classified as held for dealing purposes and included in the balance
sheet at fair value in the categories of “Treasury bills” {included in “Cash and short-
term funds”), "Certificates of deposit”, or "Securities held for dealing purposes” as
appropriate. Changes in fair value of such assets are recognised in the profit and loss
account as “Dealing profits” as they arise.

Where securities are sold subject to a commitment to repurchase them at a predetermined
price, they remain in the balance sheet and a liability is recorded in respect of the
consideration received. Conversely, securities purchased under analogous commitments
to resell are not recognised in the balance sheet and the consideration paid is recorded
in “Cash and short-term funds” where the counterparty is a bank or in “Advances to
customers” where the counterparty is a non-bank customer.
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3. Principal accounting policies (continued)
{e) Investments (continued)
(ii) Investments in subsidiary companies

Investments in subsidiary companies are stated at cost less provision for any impairment
(note 3(g)) as determined by the Directors in the Bank’s balance sheet.

(iil) Investments in associated companies

Investments in associated companies are stated at the Group's attributable share of the
net assets of the associated companies using the equity method of accounting in the
Group's consolidated balance sheet and are stated at cost less provision for any
impairment (note 3(g)) as determined by the Directors in the Bank's balance sheet.

{f) Tangible fixed assets
(i) Premises

Premises are stated at valuation and are revalued by professionally qualified valuers with
sufficient regularity, usually annually, to ensure that the net carrying amount does not
differ materially from the fair value. The valuation is made on the basis of open market
value for existing use. The apportionment of the value between the land and building
elements is made by estimating the "net replacement cost” of the building as the value
of the building element and taking the residual figure as the value of the land element.
This is adopted for the purpose of depreciation. Surpluses arising on revaluation, net of
deferred tax, are credited firstly to the profit and loss account to the extent of any
deficits arising on revaluation previously charged to the profit and loss account in respect
of the same premises, and are thereafter taken to the “Premises revaluation reserve”.
Deficits arising on revaluation, net of deferred tax, are firstly set off against any previous
revaluation surpluses included in the “Premises revaluation reserve” in respect of the
same premises, and are thereafter taken to the profit and loss account.

Depreciation is calculated to write-off the valuation of the assets over their estimated
useful lives as follows:

- freehold land is not depreciated;
— leasehold land is depreciated over the unexpired terms of the leases; and

— buildings and improvements thereto are depreciated at the greater of 2% per annum
on the straight line basis or over the unexpired terms of the leases.

On revaluation of premises, depreciation accumulated during the year will be eliminated.
Depreciation charged on revaluation surplus of premises are transferred from premises
revaluation reserve 1o retained profits.
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3. Principal accounting policies (continued)
(f) Tangible fixed assets (continued)
(ii) Investment properties

Investment properties are stated in the balance sheet at valuation where the term of the
leases are over 20 years or at valuation less depreciation calculated to write off the
assets over the remaining terms of the leases where the leases are of 20 years or less.
The valuation of the investment properties are assessed by professional valuers on the
basis of open market value. Surpluses arising on revaluation on a portfolio basis are
credited to the "Investment properties revaluation reserve” . Deficits arising on revaluation
on a portfolio basis are firstly set off against any previous revaluation surpluses and
thereafter taken to the profit and loss account.

(iii) Equipment
Equipment, comprising furniture, plant and other equipment, is stated at cost less

depreciation calculated on the straight line basis to write off the assets over their estimated
useful lives, which are generally between 3 and 10 years.

(iv) On disposal of premises, investment properties and equipment, the profit or loss is
calculated as the difference between the net sales proceeds and the net carrying amount.
Surpluses relating to premises disposed of included in the “Premises revaluation reserve”
are transferred as movements in reserves to “Retained profits”. Surpluses or deficits
relating to investment properties disposed of included in the “Investment properties
revaluation reserve” are transferred as movements in reserves to “Retained profits”.

(g) Impairment

At each balance sheet date, the Group reviews the carrying amounts of its assets (other
than premises and investment properties carried at revalued amounts and investment
securities carried at fair value and customer advances stated net of provisions} to
determine whether there is any indication that those assets are impaired. If the recoverable
amount of an asset is estimated to be less than its carrying amount, the carrying amount
of the asset is reduced to its recoverable amount. The recoverable amount of held-to-
maturity securities subject to impairment is determined by reference to the performing
status and the credit condition of the issuer. For investments in subsidiary and associated
companies, this is determined based on the valuation of the Directors on an appropriate
valuation basis such as net asset value or net present value of future cash flows.

Impairment losses are recognised in the profit and loss account immediately. A reversal
of impairment losses is limited to the asset's carrying amount that would have been
determined had no impairment loss been recognised for the asset in prior years. Reversals
of impairment losses are credited to the profit and loss account in the year in which the
reversals are recognised.
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3. Principal accounting policies (continued)
(h) Finance and operating leases

Leases under which substantially all the risks and benefits of ownership are transferred
to the lessees are classified as finance leases. Where the Group is a lessor under finance
leases, an amount representing the net investment in the lease is included in the balance
sheet as “Advances to customers”. Finance income implicit in the lease payment is
recognised as “Interest income” over the period of the leases in proportion to the funds
invested. Hire purchase contracts having the characteristics of finance leases are
accounted for in the same manner as finance leases.

Cther leases are classified as operating leases. Where the Group is a lessor under operating
leases, the leased assets are included in "Tangible fixed assets”, and where applicable,
are depreciated in accordance with the Group’s depreciation policy as set out in note
3(f). Rentals receivable under operating leases are recognised as “Other operating
income” in equal instalments over the accounting periods covered by the lease term.
Contingent rentals receivable are recognised as income in the accounting period in which
they relate to. Payments made under operating leases are charged to the profit and loss
account as “Premises and equipment expenses” in equal instalments over the accounting
periods covered by the lease term. Contingent rentals payable are written off as an
expense of the accounting period in which they are incurred.

{i) Employee benefits

(i) Salaries, annual bonuses, paid annual leave, leave passage and the cost to the Group
of non-monetary benefits are accrued in the year in which the associated services are
rendered by the employees. Provision is made in respect of paid leave entitlement
accumulated during the year, which can be carried forward into future periods for
compensated absence or payment in lieu if the employee leaves employment.

(ii) The Group provides retirement benefits for staff members and operates defined
benefit and defined contribution schemes and participates in mandatory provident fund
schemes in accordance with the relevant laws and regulations.

The retirement benefit costs of defined benefit schemes charged to profit and loss account
are determined by calculating the current service cost, interest cost and expected return
on scheme assets in accordance with a set of actuarial assumptions and taking into
account the amount of net actuarial losses required to be recognised.
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3. Principal accounting policies (continued)
(i) Employee benefits (continued)

The Group’s net obligation in respect of defined benefit schemes is calculated separately
for each scheme by estimating the amount of future benefit that employees have earned
in return for their service in the current and prior years; that benefit is discounted to
determine the present value, and the fair value of any scheme assets is deducted. The
discount rate is the yield at the balance sheet date on high quality corporate bonds that
have maturity dates approximating the terms of the Group’s obligation. The calculation
is performed by a qualified actuary using the Projected Unit Credit Method.

In calculating the Group's obligation in respect of a scheme, to the extent that any
cumulative unrecognised actuarial gain or loss exceeds 10% of the greater of the present
value of the defined benefit obligation and the fair value of plan assets, that portion is
recognised in the profit and loss account over the expected average remaining working
lives of the employees participating in the scheme. Otherwise, the actuarial gain or loss
is not recognised.

Where the calculation of the Group’s net obligation results in a negative amount, the
asset recognised is limited to the present value of any future refunds from the scheme
or reductions in future contributions to the scheme less any cumulative unrecognised
net actuarial losses and past service costs.

The retirement benefit costs of defined contribution schemes and mandatory provident
fund schemes are the contributions made in accordance with the relative scheme rules
and are charged to the profit and loss account of the year.

(iii) The Group participates in the share compensation plan operated by the HSBC Group
for acquisition of HSBC Holdings plc shares. For the share option plan where such options
are granted at fair value, no compensation costs are recognised. For the savings-related
share 6ption plan where options are granted at a discount of not more than 20% to fair
value, no compensation cost is recognised for such awards. For the restricted share
award plan, the Group’s share of cost for acquisition of shares for the conditional award
under such plan is charged to “Staff costs” over the period in respect of which the
performance condition applies.

(j) Taxation

(i) Taxation for the year comprises current tax and movements in deferred tax assets and
liabilities. Current tax and movements in deferred tax assets and liabilities are recognised
in the profit and loss account except to the extent that they relate to items recognised
directly in reserves, in which case they are recognised in reserves.
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3. Principal accounting policies (continued)
(j) Taxation (continued)

(ii) Current tax is the expected tax payable on the taxable profits for the year, using tax
rates enacted or substantively enacted at the balance sheet date, and any adjustment to
tax payable in respect of previous years.

(iii) Deferred tax assets and liabilities arise from deductible and taxable temporary
differences between the carrying amounts of assets and liabilities for financial reporting
purpose and the tax bases respectively. Deferred tax assets also arise from unused tax
losses and unused tax credits.

Deferred tax liabilities are generally recognised for all taxable temporary differences.
Deferred tax assets are recognised to the extent that it is probable that taxable profits
will be available, against which deductible temporary differences can be utilised.

Deferred tax is calculated at the tax rates that are expected to apply in the year when
the liability is settled or the asset is realised. Deferred tax assets and liabilities are not
discounted. The carrying amount of deferred tax assets/liabilities is reviewed at each
palance sheet date and is reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow the related tax benefit to be utilised.

(iv) Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are offset
against current tax liabilities, and deferred tax assets against deferred tax liabilities if,
and only if, the Bank or the Group has the legally enforceable right to set off current tax
assets against current tax liabilities. The principle of offsetting usually applies to income
tax levied by the same tax authority on same taxable entity.

(k) Off-balance sheet financial instruments

Off-balance sheet financial instruments, commonly referred to as derivatives, are contracts
the characteristics and value of which are derived from those of the underlying assets,
interest and exchange rates or indices. They include futures, forwards, swap and options
transactions in the foreign exchange, interest rate and equity markets. Netting is applied
where a legal right of set-off exists.

The accounting for these instruments is dependent upon whether the transactions are
undertaken for dealing or non-dealing purposes.
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3. Principal accounting policies (continued)
(k) Off-balance sheet financial instruments (continued)
(i) Dealing transactions

Transactions for dealing purposes include those undertaken for proprietary purposes
and to service customers’ needs, as well as any related hedges.

Transactions undertaken for dealing purposes are marked-to-markets and the net present
value of any gain or loss arising is recognised in the profit and loss account as “Dealing
profits”, after appropriate deferrals for unearned credit margin and future servicing
costs. Off-balance sheet dealing transactions are valued by reference to independent
market quotes in liquid markets where available. For those transactions where there are
no readily quoted prices, market values are determined by reference to independently
sourced rates, using valuation models. Adjustments are made for illiquid positions where
appropriate.

Assets, including gains, resulting from off-balance sheet exchange rate, interest rate
and equities contracts which are marked-to-market are included in “Other assets”.
Liabilities, including losses, resulting from such contracts, are included in “Other
liabilities”.

(ii) Non-dealing transactions

Non-dealing transactions are derivatives which are held for hedging purposes as part of
the Group’s risk management strategy against assets, liabilities, positions or cash flows
measured on an accruals basis. Non-dealing transactions include qualifying hedges and
positions that synthetically alter the characteristics of specified financial instruments.

Non-dealing transactions are accounted for on an equivalent basis to the underlying
assets, liabilities or net positions. Any profit or loss arising is recognised on the same
basis as that arising from the related assets, liabilities or positions.

To qualify as a hedge, a derivative must effectively reduce the price or interest rate risk
of the asset, liability or anticipated transaction to which it is linked and be designated as
a hedge at inception of the derivative contract. Accordingly, changes in the market
value of the derivative must be highly correlated with changes in the market value of
the underlying hedged item at inception of the hedge and over the life of the hedged
contract. If these criteria are met, the derivative is accounted for on the same basis as
the underlying hedged item. Derivatives used for hedging purposes include swaps,
forwards and futures.
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3. Principal accounting policies (continued)
(k) Off-balance sheet financial instruments (continued)
(ii) Non-dealing transactions (continued)

Interest rate derivatives are also used to alter synthetically the interest rate characteristics
of financial instruments. In order to qualify for synthetic alteration, a derivative instrument
must be linked to specific individual or pools of similar assets or liabilities by the notional
principal and interest rate risks of the associated instruments, and must achieve a result
that is consistent with defined risk management objectives. interest rate derivatives for
synthetic alteration are accounted for on an accruals basis with the relative income and
expense accounted for as “Interest income” and “Interest expense” respectively.

Any gain or loss on termination of non-dealing derivatives is deferred and amortised to
the profit and loss account over the original life of the terminated contract. Where the
underlying asset, liability or position is sold or terminated, the non-dealing derivative is
immediately marked-to-market through the profit and loss account.

Derivatives that do not qualify as hedges or synthetic alterations after inception are
marked-to-market through the profit and loss account, with gains and losses included
in "Dealing profits”.

(1) Long-term assurance business

The value placed on the Group's interest in long-term assurance business includes a
prudent valuation of the discounted future earnings expected to emerge from business
currently in force, taking into account factors such as recent experience and general
economic conditions, together with the surplus retained in the long-term assurance
funds. These are determined annually in consultation with independent actuaries.
Changes in the Group’s value of long-term assurance business are reported in the profit
and loss account as “Other operating income”. Long-term assurance assets and liabilities
attributable to policyholders are recognised in the Group's accounts in “Other assets”
and “Other liabilities” respectively.

(m) Related parties

For the purposes of these accounts, parties are considered to be related to the Group if
the Group has the ability, directly or indirectly, to control the party or exercise significant
influence over the party in making financial and operating decisions, or vice versa, or
where the Group and the party are subject to common control or common significant
influence. Related parties may be individuals or other entities.

(n) Segmental analysis

Segmental information is presented in respect of business and geographical segments.
Business by customer group infarmation, which is more relevant to the Group in making

" operating and financial decisions, is chosen as the primary reporting format.
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3. Principal accounting policies (continued)
(o) Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise cash
and balances with banks maturing within one month, and treasury bills and certificates
of deposit with less than three months’ maturity from the date of acquisition.

(p) Dividends

Dividends proposed or declared after the balance sheet date are disclosed as a separate
component of shareholders’ funds. Dividend income from subsidiaries, associates and
jointly controlled entities is recognised as income in the Bank's profit and loss account in
the accounting period in which the dividends are declared.

4. Recently issued accounting standards

The Hong Kong Institute of Certified Public Accountants has issued a number of new
and revised Hong Kong Financial Reporting Standards and Hong Kong Accounting
Standards ("new HKFRSs") which are effective for accounting periods beginning on or
after 1 January 2005.

The Group is in the process of assessing the impact of these new HKFRSs and has so far
concluded as follows:

The adoption of the following HKFRSs will have significant financial or presentation
effects on the Group’s financial statements in the areas as briefly described below.

(a) HKAS 39 Financial instruments: Recognition and Measurement

(i) Investment securities

The current accounting policy for investment securities is set out in note 3(e) above.
HKAS 39 specifies that all investment securities be classified within one of the following
three categories:

~ Held-to-maturity debt securities are measured at amortised cost less any impairment
loss.

— Available-for-sale securities are measured at fair value with holding gains and losses
reported under a reserve in the shareholders’ equity.

- Securities classified other than above are measured at fair value with all holding gains
and losses recognised in the profit and loss account.
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4. Recently issued accounting standards (continued)

{a) HKAS 39 Financial instruments: Recognition and Measurement (continued)

(i) Investment securities (continued)

On 1 January 2005, the Group has reclassified most of its held-to-maturity debt securities
as available-for-sale securities. The change in fair value will cause volatility to the
shareholders’ equity. On transition, the revaluation gain or loss will be adjusted through
a reserve in the shareholders’ equity. No restatement of the 2004 accounts is required.

(ii) Loan fee income and costs

The current policy for recognition of loan fee income and servicing cost is set out in note
3(a) above and incentive or rebate on loan origination is charged as interest expense as
incurred or amortised over the contractual loan life. On adoption of HKAS 39, substantially
all loan fee income and directly attributable loan origination costs (including mortgage
incentive payments) will be amortised over the expected life of the loan as part of the
effective interest calculation.

The impact on operating income will be insignificant. On transition, there will be an
adjustment to retained profits due to the reversal of previously recognised fees and
costs. No restatement of 2004 accounts is required.

(iii) Non-dealing derivatives

The current accounting policy on non-dealing derivatives is set out in note 3(k)ii) above.
On adoption of HKAS 39, all derivatives will be recognised as either assets or liabilities in
the balance sheet at fair value and the change in fair value is recognised as follows:

- for a derivative designated as a fair value hedge, in the profit and loss account together
with the associated loss or gain on the hedged item;

- for a derivative designated as a cash flow hedge, initially in equity reserve and
subsequently released into the profit and loss account in line with the income of the
hedged assets/liabilities; and

— for other derivatives (including dealing derivatives and non qualifying hedges), in the
profit and loss account.
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4. Recently issued accounting standards (continued)

(a) HKAS 39 Financial instruments: Recognition and Measurement (continued)

(iii) Non-dealing derivatives (continued)

There will be higher volatility in income as a result of the stricter definition of a qualifying
hedge. The change in fair value of derivatives designated as cash flow hedges will create
volatility in equity. On transition, the revaluation gain or loss of non-qualifying derivatives
will be adjusted through retained profits and the revaluation gain or loss of cash flow
hedges through equity reserve. No restatement of 2004 accounts is required.

(iv) Provisions for bad and doubtful debts

The current accounting policy on provisions for bad and doubtful debts is set out in note
3(c) above. On adoption of HKAS 39, impairment provisions for advances assessed
individually are calculated using a discounted cash flow analysis for the impaired advances.
Collective assessment of impairment for individually insignificant items or items where
no impairment has been identified on an individual basis is made using formula-based
approaches or statistical methods.

Impairment provisions for advances will be presented as individually assessed and
collectively assessed instead of specific provisions and general provisions. There will be
no significant change in the net charge for provisions to profit and loss account.

(v) Interest in suspense

The current accounting policy on suspension of interest is set out in note 3(c) above.

Under HKAS 39, there is no concept of suspended interest. For impaired advances, interest
income is recognised at the rate of interest used to discount the future cash flows for
the purpose of measuring the impairment loss. No restatement of 2004 accounts is
required.
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4. Recently issued accounting standards (continued)
(b) HKAS 17: Leasing

Bank premises

The current accounting policy on bank premises is set out in note 3(f)(i) & (ii) above. By
adoption of HKAS 17, leasehold properties held for own use, where the land and building
elements can be allocated reliably as at inception of the lease, the land element is treated
as an operating lease. Land premiums or other costs of acquiring the leasehold land will
amortise over the term of the lease. Where the land and building cannot be allocated
reliably as at the inception of the lease, the land and building elements will continue to
be treated as finance leases and carried at cost or fair value depending on whether the
cost model or fair value model is elected.

The Group will continue to adopt the fair value model for bank premises. One leasehold
property with cost of land premium paid separately will be accounted for as an operating
lease. On transition, the revaluation reserve on the leasehold land will be de-recognised
and related deferred taxation reversed while the cost of land premium paid will be
reflected as a prepayment under “other assets” and amortised over the remaining lease
term. The 2004 accounts will be restated to reflect the changes.

(c) HKAS 40: Investment property

Investment properties

The current accounting policy on investment properties is set out in note 3(f)(iii). By
adoption of HKAS 40, investment properties are carried at fair value with the changes in
fair value reported directly in the profit and loss account.

The Group will continue to adopt the fair value model for investment properties. The
change in fair value of investment properties will cause volatility in the profit and loss
account. On transition, the investment revaluation reserve will be transferred to retained
protits. The Group will not restate its 2004 accounts, as permitted under paragraph 80
of HKAS 40.

(d) HKAS 12: Income Taxes - HKAS Interpretation 21

Deferred tax

Currently, no deferred tax is provided on revaluation surplus of investment properties.
Following the interpretation of HKAS Interpretation 21, the Group will calculate deferred
tax based on the profits tax rate on the change in fair value of investment properties. On
transition, retained profits will be reduced by the amount of deferred tax on the
cumulative balance of the revaluation surplus. No restatement of the 2004 account is
required.
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4. Recently issued accounting standards (continued)
(e) HKAS 19: Employee Benefits

Pension costs

The current accounting policy on retirement benefit schemes operated by the Group is
set out in note 3(i)ii) above. The IAS 19 allows actuarial gains or losses to be accounted
for in full through “retained profits” in the year of occurrence. The Hong Kong Institute
of Certified Public Accountants is expected to revise the HKAS 19 accordingly.

The Group will elect the option to recognise all actuarial gains or losses through retained
profits in the current year. On transition, the balance of actuarial gain/loss will be adjusted
through "retained profits”.

The adoption of the following HKFRSs would not have significant financial and
presentation effects on the Group’s financial statements.

HKFRS 2: Share-based Payments,

HKFRS 4: insurance Contracts

HKFRS 5: Non-current Assets Held for Sale and Discontinued Operations

HKAS 27: Consolidated and Separate Financial Statements

HKAS 32: Financial Instruments: Disclosure and Presentation

HKAS 36: Impairment of Assets

HKAS 38: Intangible Assets
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5. Operating profit

The operating profit for the year is stated after taking account of:

() FE®A (a) interest income
2004 2003
EREEMEYA Interest income on listed investments 1,014 973
EEMEHFBWA Interest income on unlisted investments 2,734 2,643
EHEfflslA Other interest income 8,723 9,230
12,471 12,846
(Z) FIEXH (b) Interest expense
2004 2003
AERIBIZERTEFZMNEZE Interest expense on debt securities in issue
maturing after five years 50 44
AEHNBIEEERZNELTY Interest expense on customer accounts
maturing after five years 6 -
HuFEZ W Other interest expense 2,725 2,623
2,781 2,667
(R) HibE WA (c) Other operating income
2004 2003
el A Dividend income:
- L mEHESE — listed investments 44 52
- ELTEHEE ~ unlisted investments 52 40
96 92
RBERAE Fees and commissions:
- BEBRRBERSR - securities/stockbroking 560 361
- TEREEGRELE? — retail investment products and
funds under management 1,502 996
- R — insurance 102 82
- BRPR - account services 214 211
- ER — remittance 125 132
-E@F — cards 614 551
- EEER — credit facilities 240 231
- AQ/HORE — import/export 256 223
- Efty - other 136 117
RBERESBA Fees and commissions receivable 3,749 2,904
RHEEBERA2IE Fees and commissions payable (409) (349)
3,340 2,555
BEERA Dealing profits:
- 9NE - foreign exchange 975 764
-BEREMEEERR - securities and other trading activities 50 43
1,025 807
RIEARETD Insurance underwriting 1,310 1,144
HEMERSIA Rental income from investment properties 202 210
Hit Other 390 390
6,363 5,198
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5. Operating profit (continued)

(T&EXY (d) Operating expenses
2004 2003
ANEER Staff costs:
-HeREMAZER — salaries and other costs 2,018 1,860
- BERENSEEY - — retirement benefit costs:
- RBEEHEE BRE36(2) — defined contribution schemes (note 36(b)) 21 18
- AERMBEREE — defined benefit schemes (note 36(a)iil) 148 165
(KisE36 (F) (=) 2,187 2,043
e FE23(F) Depreciation (note 23(a)) 317 329
BHERBHER Premises and equipment:
- eIl — rental expenses 178 178
- Ef — other 677 629
855 807
Hibg2LgH Other operating expenses 864 723
4,223 3,902
A E AL & Cost: income ratio 26.3% 25.4%
(R) RBEREE (e) Provisions for bad and doubtful debts
£ Group 17 Bank
2004 2003 2004 2003
REREBIFEID/ (BE) Net charge/(release) for
bad and doubtful debts
EREZ (ME16(A) Advances to customers (note 16(c))
BRER Specific provisions:
- BRE ~ new provisions 464 1,167 39% 871
- B & — releases (357) (315) (286) (289)
- W E B HRERIE — recoveries (109) (54) (58) (40)
2) 798 47 542
—RRER General provisions (812) (6) (581) 24
BHEETE(EE)/EW Net (release)/charge to profit
and loss account (814) 792 (534) 566
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5. Operating profit (continued)

B)IFTIASEFHALZHS (f) The emoluments of the five highest paid individuals
(—)HeBE (i) The aggregate emoluments
2004 2003
FEREDWE Salaries, allowances and benefits in kind 30 23
IRIRTE T BIER 1B 2 3R Pension contributions 2 2
B RIFEAL Discretionary bonus 4 1
36 26

(D)ausREFMALTzHeRER
THERER

(ii) The numbers of the five highest paid individuals whose emoluments fell within the
following bands were:

2004 2003
AB N
Number of Number of
individuals individuals

BT HK$
3,500,001 - 4,000,000 3,500,001 - 4,000,000 1 1
4,500,001 - 5,000,000 4,500,001 - 5,000,000 1 2
5,000,001 - 5,500,000 5,000,001 - 5,500,000 - 1
6,500,001 - 7,000,000 6,500,001 - 7,000,000 1 -
7,500,001 — 8,000,000 7,500,001 - 8,000,000 - 1
8,000,001 - 8,500,000 8,000,001 - 8,500,000 1 -
12,000,001 - 12,500,000 12,000,001 - 12,500,000 1 -
5 5

EUEBHEHALT RESMWTET
(ZTTEF =6 BEEFIEE
Bi% B I EES () A -

1 42 84 §847 Hang Seng Bank

The emoluments of the five highest paid individuals set out above include the emoluments
of three (2003: three) Executive Directors. Their respective directors’ emoluments are
included in note 5(g).




5. EEEME 5. Operating profit (continued)

(R ITEME (g) Directors’ emoluments

BREEEATROE 1615t E - K47 The emoluments of the Directors of the Bank calculated in accordance with section 161

EEMMeOT of the Hong Kong Companies Ordinance were:

FER BRAKSE

TS T BIFRE

Salaries, AR

= allowances Pension HFRIFELT

&  and benefits  and pension  Discretionary =5 &%
Fees in kind  contributions bonus Total Total
2004 2003
‘000 ‘000 ‘000 ‘000 ‘000 000

B®ITHE

Executive Directors

BEREE

Mr Vincent H C Cheng 100 8,465 451 3,208 12,224 7,688

BHREAE (RZEZTWNEFZA+EBED

Mr Joseph C Y Poon (Appointed on 7 Dec 04) 7 172 i5 - 194 -

EBEZIEN_EENF+-AXBET)

Mr Roger K H Luk (Resigned on 6 Dec 04) 80 7,125 468 417 8,090 5,479

HEgEss

Mr W K Mok 80 6,153 397 355 6,985 4,628

FETEE

Non-Executive Directors

MEEBTR_STNFNA -+ ZBEE)

The Honourable Lee Quo-Wei (Retired on 22 Apr 04) 45 - - - 45 135

YWEEE

Mr D G Eldon 135M - - - 135 135

FHXATER_ZEE=FRA-+Z8EE)

Mr S C Penney (Resigned on 23 Apr 03) - - - - - 270

BEELTE (RZEEZFAA-T_HEE)

Mr S J Glass (Appointed on 22 May 03) 8o - - - 80 53

FIEEBAE A

Mr Raymond C F Or 80® - - - 80 80

BiEERED

Mr John C C Chan @ 80 - - - 80 80

BHEELO

DrY T Cheng @ 80 - - - 80 80

RERBTOR-ZZZENFAAZFTRARED

Dr Marvin K T Cheung @ (Appointed on 25 May 04) 53 - - - 53 -

AR ELT (R EEONFOA -+ HEET)

Dr Ho Tim (Retired on 22 Apr 04) 27 - 247 - 244 307

FEREED

Mr Jenkin Hui @ 80 - - - 80 80

FEEFLED

Mr Peter T C Lee @ 80 - - - 80 80

FEFEBHLO

DrEricKCLI® 80 - - - 80 80

BEBEL

Dr Vincent H S Lo 80 - ~ - 80 80

HHRBELO

Dr David W K Sin @ 80 - - - 80 80

BREEED

Mr Richard Y S Tang @ 80 - - - 80 80

BRIE

Past Directors - - 1,963 - 1,963 1,962

1,327 21,915 3,511 3,980 30,733 21,134

—ER=F

2003 1,410 15,442 3,505 777

Bt sx - Notes :

WIREQEMANEEE  BEEERTER U Fees receivable as a Director of Hang Seng Bank Limited were surrendered to The Hongkong and
DEIZEE  ERUESHSEAEE L Shanghai Banking Corporation Limited in accordance with the HSBC Group's internal policy.
HEYRITARQBULE -

D BYIEMITES - @ independent Non-Executive Director.

- =

ZENEER Annual Report Ztﬂ 1 43




A AR TS Ml AR

5.8 XERF (8

U A U ey N U Ull = M W W e UN U LR )

5. Operating profit (continued)

(F)BREBMER (h) Auditors’' remuneration
% Group $R7T Bank
2004 2003 2004 2003
ZE AR Audit services 9 8 7 6
SEAZ BURR TS Non-audit services 5 2 5 2
14 10 12 8

6. FREBEEERREREZ
2 ¥

6. Profit on tangible fixed assets and long-term investments

2004 2003
EERBREREZ R Profit on disposal of long-term equity investments
-BHREN B —HEMR — realisation of amounts previously
RERERZEE recognised in revaluation reserves at 1 January 371 418
- AEFZ B/ (EB) — gains/(losses) arising in current year 35 (8)
406 410
HERZARERERZ Profit less loss on disposal of
BEFREE held-to-maturity debt securities (4) 48
HEFREEEEZ BFRES Profit less loss on disposal of tangible fixed assets 30 3
432 461
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(F) RERBEHTRAZBUEERAT ¢

7. Taxation

(a) Taxation in the consolidated profit and loss account represents:

2004 2003
TEERE-EBREHESR Current tax - provision for Hong Kong profits tax
REFRE Tax for the year 1,534 1,443
BEFEHEEFRE Over-provision in respect of prior years (12) (39)
1,522 1,404
AEERHR-FBUSZBHE Current tax - taxation outside Hong Kong
REFHIE Tax for the year 7 4
BEFRREEBER Over-provision in respect of prior years - (14)
7 (10)
BREBIE (HTaE25(F) Deferred tax (note 25(a))
REREAZEREEEREE Origination and reversal of temporary differences 179 70
REFAH-A—BRERELH Effect of increase in tax rate on
ZRE deferred tax balances at 1 January - (9)
BRATFEANRZ Benefit of previously unrecognised
HHBEER tax losses now recognised - (36)
179 25
EiGEE N R BB Share of associated companies’ taxation 56 4
REBHBAEH Total charge for taxation 1,764 1,423
HRB= Effective tax rate 13.2% 12.8%

RERADAZROFXTREBL
BEFERINTRESE Z M BRE
BMEEBFNSHEED 2 T HHHE
E(-2R=F: aoz+t&#n) - %
BESNITRRIANDZMB R A RDTT
NRAGERECEMERE 2 BARER
BBEES -

The current tax provision is based on the estimated assessable profit in 2004 and, for
the Bank and its subsidiaries operating in the Hong Kong SAR, using the Hong Kong
profits tax rate of 17.5% (17.5% for 2003). For subsidiaries and branches operating in
other jurisdictions, the appropriate tax rates prevailing in the countries in which they
operate are used.
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7. Taxation (continued)

= MM V=

AR

PV

~d

(b) Reconciliation between taxation charge and accounting profit at applicable tax rates:

£ Group
2004 2003

B 7 BE Profit before tax 13,367 11,137
BEEEFEREES 2T AHEY Notional tax on profit before tax,

BERE(ZZR=F calculated at Hong Kong tax rate of

BRAZTHEA) 17.5% (2003: 17.5%) 2,339 1949
THEHEE 2 HIEER Tax effect of :
- MR EZR — different tax rates in other countries/areas (238) (241)
- TERBIRZIER - non-deductible expenses 21 26
- BEMSREHIIEE - non-taxable income (239) (129)
- REEETCHIEERE — unused tax losses arise in current year - 1
- EEFRUEIHIEES - previous tax losses utilized in current year (6) (42)
- BB LRERE — investment in partnerships (101) (79)
- BEREERENNRS ~ increase in tax rate during the year

EYERRELE S on opening deferred tax balances - (9)
- BEFEHREEERR — over-provision in prior years (12) (53)
BERTIERE Actual charge for taxation 1,764 1,423

(R EEREERHpEE] (Wi
20) [ £ E] (F3E28) 2 BIBAR
T

(c) Taxation in the balance sheets which is included in “Other assets” (note 24) or

“Other liabilities” (note 28) represents:

£H Group #:77 Bank
2004 2003 2004 2003
THMEEINEE Including in “Other assets”:
Al e 2 A ERFIE Current taxation recoverable 2 -~ - -
IRIERIE (I 3E24 825 () Deferred taxation
(notes 24 & 25(a)) 1 52 - -
13 52 - -
[HaElrnaiE: Including in “Other liabilities”:
EENE B ERE (Ff5E28) Provision for Hong Kong
profits tax (note 28) 508 519 463 479
BEEAS 2 RIS (F15E28) Provision for taxation outside
Hong Kong (note 28) 6 4 3 2
EEFIE (325 (F) k28) Deferred taxation
(notes 25(a) & 28) 1,041 643 769 427
1,555 1,166 1,235 908
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BATHREESZRER 8. Profit attributable tc shareholders

FIIREREZHENPHEEE—TG— Of the profit attributable to shareholders, HK$11,016 million (2003: HK$8,335 million)
TE-—FTREERL(ZEET=F  E% has been dealt with in the accounts of the Bank.
NT=ZEBE=ZFTRAEBET)EHEARTZ

BRIEA -
AEERITHMNE FRGBEHER - Reconciliation of the above amount to the Bank’s profit for the year:
2004 2003
CRBITEEARK ZARE Amount of consolidated profit attributable to
B 28 A shareholders dealt with in the Bank’s accounts 9,938 8,335
MEBATNFARAKRE KRS Dividends declared during the year by
BERFEE subsidiary companies from retained profits 1,078 -
RERFZHRITHEF (FF5:30) The Bank'’s profit for the year (note 30) 11,016 8,335
. BRKRE 8. Dividends per share
(R ZEEEEZREA (a) Dividends attributable to the year
2004 2003
SRBY TS
per share EBEHET pershare B¥HET
HK$ HK$million HK$ HK$million
FE—KFE First interim 1.10 2,103 2.10 4,015
E- R H Second interim 1.10 2,103 1.00 1,912
E=RFE Third interim 1.10 2,103 1.80 3,441
FEMRHE Fourth interim 1.90 3,633 - -
5.20 9,942 4.90 9,368
(Z)EERERRERNERZIRE (b) Dividends attributable to the previous year, approved and paid during the year:
2004 2003
EFEHREMREBEAREZ Third interim dividend in respect of the
FEZRNHREAERER previous year, approved and paid
—TNACZET=E: during the year, of HK$1.80 per share
BREL=T=8) {2003: HK$3.30 per share) 3,441% 6,309
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10. Earnings per share

The calculation of earnings per share in 2004 is based on earnings of HK$11,395 million
(HK$9,539 million in 2003) and on the weighted average number of ordinary shares in
issue of 1,911,842,736 shares (unchanged from 2003).

11. Segmental analysis
(a) By customer group

For the purpose of segmental analysis, the allocation of revenue reflects the benefits of
capital and other funding resources allocated to the customer groups or geographical
segments by way of internal capital allocation and funds transfer pricing mechanisms.
Cost allocation is based on the direct cost incurred by the respective customer groups
and apportionment of management overheads. Rental charges at market rate for usage
of premises are reflected as inter-segment income for the “Other” customer group and
inter-segment expenses for the respective customer groups.

The Group's business comprises five customer groups. Personal Financial Services provides
banking (including deposits, credit cards, mortgages and other retail lending) and wealth
management services (including insurance and investment) to personal customers.
Commercial Banking manages middle market and smaller corporate relationships and
specialises in trade-related financial services. Corporate and Institutional Banking handles
relationships with large corporate and institutional customers. Treasury engages in
interbank and capital market activities and proprietary trading. Treasury also manages
the funding and liquidity positions of the Bank and other market risk positions arising
from banking activities. "Other” mainly represents management of shareholders’ funds
and investments in premises, investment properties and long-term equities.




1. REZH (8@ 11. Segmental analysis (continued)

(R)EPFPER B (a) By customer group (continued)
—B2ZNEF 2004
IRk
BARIT TRMEE BER
ES [EES i W B

Personal RITEH Corporate & inter-

Financial Commercial institutional BE%TS Efh B segment &%

Services Banking Banking Treasury Other  elimination Total
BARZE
Income and expenses
BB A
Net interest income 5,706 1,332 596 1,854 202 - 9,690
BEIEA
Other operating income 4,080 1,046 217 684 336 - 6,363
BEBBA
Inter-segment income - - - - 320 (320) -
EHEEA
Operating income 9,786 2,378 813 2,538 858 (320) 16,053
gESW
Operating expenses™ (2,798) (843) (121) (156) (305) - (4,223)
BHEKEZH
Inter-segment expenses (256) (53) (6) (5) - 320 -
HBEBEIZEEEF
Operating profit before provisions 6,732 1,482 686 2,377 553 - 11,830
REBRER
Provisions for bad and doubtful debts 83 601 130 - - - 814
I
Operating profit 5,815 2,083 816 2,377 553 - 12,644

BB EEERRAREZER
Profit on tangible fixed assets and

long-term investments - - - (5 437 - 432
BEMEFEER
Net surplus on property revaluation - - - - 148 - 148
RS R T 2 ERN
Share of profits of associated companies 6 72 - 32 33 - 143
BRIRE — AR E S R
Profit on ordinary activities before tax 6,821 2,155 816 2,404 1,171 - 13,367
FEAEBR T AT — AR B R M
Share of pre-tax profit 5%.0% 16.1% 6.1% 18.0% 8.8% - 100.0%

BERNTBEEBEERS)
Operating profit excluding inter-segment

transactions 7,071 2,136 822 2,382 233 - 12,644
EDEEREEXHA
*Included in operating expenses is

depreciation of (104) (18) (3) (2) (190) - (317)
BEE
Total assets 142,455 46,752 77.361 256,370 25,687 - 548,625
- R=Ri
Total liabilities 352,688 77,712 25,151 21,553 27,484 - 504,588
BREQXRARE
Investments in associated companies 94 1,117 - 488 698 - 2,397
FREXBX
Capital expenditure incurred

during the year 104 17 2 2 23 - 148
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11. Segmental analysis (continued)

Ll Ay oo widv U (LUNLITIUEU)

(R EFER 5 {(a) By customer group (continued)
—_TE=F 2003
I&R
18 ARIT SERIEE PR
#7% [EES % WX IE
Persanal IR{TEM Corporate & Inter-
Financial Commercial Institutional MEETR HihE segment &%
Services Banking Banking Treasury Other elimination Total
BARXE
Income and expenses
BRI EHA
Net interest income 6,175 1,064 543 1,874 523 -~ 10,178
EEWA
Other operating income 3,167 930 218 509 374 - 5,198
SEBUWA
inter-segment income - - - - 345 (345) -
BEWA
Operating income 9,342 1,994 7¢e1 2,383 1,242 (345) 15,377
BES R
Operating expenses® (2,518) (799) (111 (148) (326) - (3,902)
EEEI N
inter-segment expenses (276) (57) (7) (5) - 345 -
MBEESHZEERH
Operating profit before provisions 6,548 1,138 643 2,230 916 - 11,475
Provisions for bad and doubtful debts (930) 11 127 - - - (792)
B )
Operating profit 5,618 1,149 770 2,230 916 - 10,683
EVEEEERRBIRE 2 &N
Profit on tangible fixed assets and
long-term investments 12 28 - 48 373 - 461
EEMEFRE
Net deficit on property revaluation - - - - (37) - (37)
Al NS k|
Share of profits of associated companies - - - - 30 ~ 30
BRI —RESEF
Profit on ordinary activities before tax 5,630 1,177 770 2,278 1,282 - 11,137
FEAS S BIAT — RE R A
Share of pre-tax profit 50.6% 10.6% 6.9% 20.4% 11.5% - 100.0%
BERN(TREBERRXS)
Operating profit excluding inter-segment
transactions 5,894 1,206 777 2,235 571 - 10,683
FrEEBREREERHNA
*Included in operating expenses is
depreciation of (122) (20) (2) (2) (183) - (329)
Total assets 137,988 31,749 68,393 242,014 22,815 - 502,859
A8 %
Total liabilities 344,281 72,625 19,760 7,225 18,783 - 462,674
MENBRE .
Investments in associated companies - - - - 549 - 549
FRNEEME
Capital expenditure incurred during
the year 77 19 4 1 41 - 142

150

fE4£ $R1T Hang Seng Bank




M. BB H U8
(Z)HBEHESE

WEEEHSBLEMBRAEIZEIREE
BEEERTERERREARLRA

ZEROEATTRERES -

11. Segmental analysis (continued)

(b) By geographical region

The geographical regions in this analysis are classified by the focation of the principal
operations of the subsidiary companies or, in the case of the Bank itself, by the location
of the branches responsible for reporting the results or advancing the funds.

2004 2003
% %
BEEWA Operating income
(BABRFEZH) (net of interest expense)
EE Hong Kong 14,333 89 13,981 91
=M Americas 1,594 10 1,322 8
Hih Other 126 1 74 1
16,053 100 15,377 100
BB —RERER Profit on ordinary
activities before tax
e Hong Kong 11,632 87 9,781 883
EM Americas 1,566 12 1,295 11
HAp Other 169 1 61 1
13,367 100 11,137 100
FREFMX Capital expenditure
incurred during the year
i Hong Kong 143 97 130 92
EM Americas - - - -
Hit Other 5 3 12 8
148 100 142 100
BEE Total assets
s Hong Kong 463,924 84 427,539 85
EM Americas 69,675 i3 65,204 13
HAts Other 15,026 3 10,216 2
548,625 100 502,959 100
#wHE Total liabilities
BE Hong Kong 490,087 97 448,243 97
Pl Americas 9,315 2 8,376 2
Hib Other 5,186 i 5,055 1
504,588 100 462,674 100
REREBERER Contingent liabilities and
commitments
FE Hong Kong 127,246 98 107,588 98
E| Americas - - 122 -
Hith Other 2,925 2 1,671 2
130,171 100 108,381 100
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12. Cash and short-term funds

£ M@ Group $R%7 Bank
2004 2003 2004 2003
EFREEFHRAZER Cash in hand and balances
HEemigiE with banks and other
financial institutions 6,021 4,780 6,009 4,769
BRER—EARIHZ Money at call and placings
EHIFRFAE with banks maturing within
one month 55,907 62,566 29,269 30,759
E% Treasury bills 6,270 4,557 6,270 4,557
68,198 71,903 41,548 40,085
EHafeEmT Treasury bills are analysed
as follows:
BIEEERRE Held for dealing purposes
- RFEE - at fair value 2,347 484 2,347 484
BEER Held-to-maturity
- B — at amortised cost 3,923 4,073 3,923 4,073
- > EE — at fair value 3,938 4,073 3,938 4,073
EHZEEBHBEFGEHE - Remaining maturity of
treasury bills:
-=@EAA — within three months 1,167 174 1,167 174
-ZEBAUAEE—%F — one year or less but over
three months 5,103 4,383 5,103 4,383
6,270 4,557 6,270 4,557
FiEEHHYIELET - All treasury bills are unlisted.
1B3.—EBAULZEHTEHRREAE 13. Placings with banks maturing after one month
& Group iR17 Bank
2004 2003 2004 2003
ZEIH B TR Remaining maturity:
- —@BAANAEE=@EA - three months or less but
over one month 10,838 15,576 5,331 13,577
-=@EULEE—& — one year or less but
over three months 5,143 2,253 1,740 2,151
- —FLEERE ~ five years or less but
over one year 250 200 250 200
16,231 18,029 7,321 15,928
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14. Certificates of deposit

% Group $R1T Bank
2004 2003 2004 2003
ZHEIR R Remaining maturity:
- =@ A MEZERNRR | E] — three months or less but not
repayable on demand 8,076 1,870 5,947 1,867
-ZHERREE-F — one year or less but over
three months 12,742 10,171 11,585 10,161
- —FUELEERF — five years or less but
over one year 12,231 16,642 11,884 16,634
-HEBE - over five years 541 - 549 -
33,590 28,683 29,957 28,662
BIFEERR Held for dealing purposes
- nEEE — at fair value 19 12 - -
BEEE Held-to-maturity
- B — at amortised cost 33,571 28,671 29,957 28,662
- »FEE — at fair value 33,666 28,925 30,055 28,916

R-EEEEF - YERASKRIBAFL In 2004, there were no certificates of deposit intended to be held to maturity disposed
EEBREPRRZERB (TS & of prior to their final maturities (2003: Nil). All certificates of deposit are unlisted.
) c FTEGFRENI ELT -

5. BREEERRZES 15. Securities held for dealing purposes
£ @ Group 877 Bank
2004 2003 2004 2003
~EEE At fair value
(EELECE Debt securities
AAHBERT Issued by public bodies
- RFREFRPRRT — central governments and
central banks 1,680 1,058 1,680 1,058
- Hih A Higes — other public sector entities 2 43 1 17
1,682 1,101 1,681 1,075
BEMEBERT issued by other bodies
- AERHEMERBE — banks and other
financial institutions 59 108 - -
- {BE — corporate entities 81 6 75 1
140 114 75 1
1.822 1,215 1,756 1,076
= Equity shares
BEERET Issued by corporate entities a4 17 44 17
BEEERBZEHEE Total securities held for
dealing purposes 1,866 1,232 1,800 1,093
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5. BFEERBZRS (B 15. Securities held for dealing purposes (continued)
£ H Group #8717 Bank
) 2004 2003 2004 2003
&E%E Debt securities
EER LD Listed in Hong Kong 693 939 693 930
EEANMIE BT Listed outside Hong Kong 7 5 - -
700 944 693 930
JEET Unlisted 1.122 271 1,063 146
1.822 1,215 1,756 1,076
RE Equity shares
EERBLH Listed in Hong Kong 10 5 10 5
FE LT Unlisted 34 12 34 12
44 17 44 17
1,866 1,232 1,800 1,093
BEHELFZIHBERBAM Debt securities by
remaining maturity:
- Z@AREIEENE R — three months or less but not
repayable on demand 29 38 21 33
- @AM EE—F - one year or less but over
three months 165 191 151 138
- —FUEERE — five years or less but
over one year 1,366 840 1,322 759
- RENRE — over five years 262 146 262 146
: 1,822 1,215 1,756 1,076
BE Equity shares 44 17 44 17
1,866 1,232 1,800 1,093

REERRBR 2 BERERRRBERE The analysis of debt securities held for dealing purposes by remaining period to maturity
oM BRENERESSRER is disclosed in order to comply with the module on “Financial Disclosure by Locally
REHCEEREFHATE KE Incorporated Authorised Institutions” under the Supervisory Policy Manual issued by the
MAATRBREINBER Bk - 1t E Hong Kong Monetary Authority. The disclosure does not imply that the securities will be
BE UTRTEHEFHESEHZINH held to maturity.

g o

LB ERBERBEZENES T8 Debt securities held for dealing purposes exclude treasury bills and certificates of deposit

BELFRTFRE MEFEHZ255 which are included under the respective headings in the balance sheet.
REERBRZEHMEBEER -
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16. Advances to customers

(REFER (a) Advances to customers
£ Group ER1T Bank
2004 2003 2004 2003
EEBRESE (ME16(F) Gross advances to customers
(note 16(i)) 252,940 231,899 199,683 172,339
BrEE HE16e(R) BT Specific provisions
(notes 16(c) & {d)) (778) (1,432) (540) (1,037)
— R (FEE16(R)) General provisions
(note 16(c)) (289) (1,101) (226) (807)
251,873 229,466 198,917 170,495
ZIE R TSR Remaining maturity:
- BneFE|E — repayable on demand 12,515 11,488 12,426 11,344
- =@ B A{BIEENES I — three months or less but not
repayable on demand 24,701 20,347 23,466 17,555
-ZARREE—F - one year or less but over
three months 31,474 22,585 26,947 18,445
- —FENEEREF — five years or less but
over one year 94,841 89,565 76,652 69,730
- RAENE — over five years 86,343 81,402 58,404 50,393
-B2EB-FEANUE - overdue for more than
one month 897 1,375 587 818
- RER - non-performing advances 2,169 5,243 1,201 4,054
EFEEREE Gross advances to customers 252,940 231,899 199,683 172,339
RBEER WFE16(A) Provisions for bad and
doubtful debts (note 16(c)) (1,067) (2,533) (766) (1,844)
251,873 229,466 198,917 170,495
EEERAREAE Included in advances
to customers are:
-1 - trade bills 3,053 2,226 3,053 2,226
- REIREE — provisions for bad and
doubtful debts (8) 17) (8) (17)
3,045 2,209 3,045 2,209

LREBESFHEREESREER
BHEERRTFMAIF0EMRY
BEREMBER] ERZ2HRSEE
o BEZES > TRERENTEE
RHABEZEE BRB{ZEETER
BHNBOECARER - BRI
ZEHNNEERRBERPE  MER
BEBRLRME  ARZBIRESR
et ERABRSEEARIERPER
ZANMENE16(2) BRERLRESR
BzEEHN  NEEFRPEBHER
HATE  BEERDEIIEREL X
SIREIBATE -

The above maturity classifications have been prepared in accordance with the maturity
classifications contained in the module on “Financial Disclosure by Locally Incorporated
Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong
Monetary Authority. In accordance with the module, in the case of an advance which is
repayable by different payments or instalments, only that portion of the advance which
is actually overdue is reported as overdue. Any part of the advance which is not yet due
is reported according to its residual maturity unless the repayment of the advance is in
doubt, in which case the whole amount is reported as overdue. This classification of
overdue advances to customers for maturity profile purposes is different from the analysis
disclosed in note 16(f) for which the Hong Kong Monetary Authority’s module states
that if part of an advance is overdue, the whole amount of the advance should be
disclosed as overdue.
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16. Advances to customers (continued)

() BEFHEFERLLE {b) Total provisions against gross advances to customers
£ HE Group $R1T Bank
2004 2003 2004 2003
% % % %
EEREE Specific provisions 0.31 0.62 0.27 0.60
—RRERE General provisions 0.11 0.48 0.11 0.47
EHREEE Total provisions 0.42 1.10 0.38 1.07
(M EFERRERER {c) Provisions against advances to customers
ZRBRF 2004
’ £ HE Group
R R
k373 — i &%t Suspended
Specific General Total interest
_TTHFE-R—B&H# At 1 January 2004 1,432 1,101 2,533 293
ERMEL Amounts written off (761) - (761) (144)
WEAFEMSGZER (FFES0R) Recoveries of advances written
off in previous years (note 5(e)) 109 - 109 -
FIEEETRERE (HFs (k) New provisions charged to profit
and loss account (note 5(e)) 464 - 464 -
EEEEE Y EH (FEs (1) Provisions released to profit and
loss account (note 5(e)) (466) (812) (1,278) -
FRERHE Interest suspended during the year - - - 60
WE S RFE Suspended interest recovered - - - (92)
—EENE+-_A=+—-B#HH At 31 December 2004
(FzE 16 () (note 16(a)) 778 289 1,067 117
#R1T Bank
RS
R —% &% Suspended
Specific General Total interest
—_EENF-A-HEEH At 1 January 2004 1,037 807 1,844 221
F AWM Amounts written off (602) - (602) (113)
KEITFEEHBZER (s (L) Recoveries of advances written
off in previous years (note 5(e)) 58 - 58 -
G AEE T RIERE (MEs(R) New provisions charged to profit
and loss account (note 5(g)) 391 - 391 -
BRIERR 2 2EE FIss (k) Provisions released to profit and
loss account (note 5(e)) (344) (581) (925) -
FRERTL Interest suspended during the year - - - 42
W B R B Suspended interest recovered - - - (78)
“EENF+-_A=Z+—HEH At 31 December 2004
(BfsE16 (ER)) (note 16(a)) 540 226 766 72
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16. Advances to customers (continued)

(R EFERREEEE @) (c) Provisions against advances to customers (continued)
—EEZF 2003
£® Group
BRF| B
LSS —R &% Suspended
Specific General Total interest
—EE-F-R-H&& At 1 January 2003 1,805 1,108 2,913 404
FARR Amounts written off (1,226) - (1,226) (186)
B FOMERZER (RS (R) Recoveries of advances written off
in previous years {note 5(e)) 54 - 54 -
IS EHTEERE (s (k) New provisions charged to profit
and loss account (note 5(e)) 1,167 - 1,167 -
BEERE 8 (s (R) Provisions released to profit and
loss account (note 5(e)) (369) (6) (375) -
FRBRFE Interest suspended during the year - - - 120
Uz B % R F 2 Suspended interest recovered - - - (35)
BRERE Exchange adjustment 1 0 - -
CEE-EL+ AT+ HES At 31 December 2003
(FsE16(F)) (note 16(a)) 1,432 1,101 2,533 293
RT3 Bank
BRFB
LE23 —# A% Suspended
Specific General Total interest
—EF=F-F—-R&EH At 1 January 2003 1,409 783 2,192 326
ER#RE Amounts written off (954) - (954) (162)
WEFEERE 2 ER G5 R) Recoveries of advances written off
in previous years {note 5(e)) 40 - 40 -
FIEEETERNEE (MEs (k) New provisions charged to profit and
loss account (note 5(e)) 871 24 895 -
FoBER Z EE (s () Provisions released to profit and
loss account (note 5(e)) (329) - (329) -
FRBEXFE Interest suspended during the year - - - 84
W [E] 8 R F1 8, Suspended interest recovered - - - (27)
ZEEZF+AZT—HEH At 31 December 2003
(Hx16 () {note 16(a)) 1,037 807 1,844 221

FHMERFERBERIELER] (M
e (F)) RITAN RIEsH 2] (M EE
) BRIBTZ A BERBANRZ
& e

Suspended interest comprises both suspended interest netted against
customers” (note 16(a)) and suspended interest netted against accrued interest receivable
in “Prepayments and accrued income” (note 24).

—ETm

&3
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16. Advances to customers (continued)
(d} Non-performing advances to customers and provisions

Non-performing advances to customers on which interest has been placed in suspense
or on which interest has ceased to accrue are as follows:

£2 Group 877 Bank
2004 2003 2004 2003
RIBFET Gross non-performing advances
on which interest
- MR BEBRRER - has been placed in suspense 2,171 5,182 1,196 3,987
- BELREENE - accrual has ceased 48 134 48 133
2,219 5,316 1,244 4,120
BRAE Suspended interest {50) (73) (43) (66)
FEER (HF16(2)) Gross non-performing advances®
(note 16(f)) 2,169 5,243 1,201 4,054
HEREE (W16 (F) Specific provisions (note 16(a)) (778) (1,432) (540) (1,037)
RIERFRE Net non-perferming advances 1,391 3,811 661 3,017
HHREBHREER R Specific provisions as a
percentage of gross
non-performing advances® 35.9% 27.3% 45.0% 256%
RERHEEPERLE Gross non-performing advances®
as a percentage of gross
advances to customers 0.9% 2.3% 0.6% 2.4%

* EHBRBRMEIIR

*

Stated after deduction of interest in suspense.

(R BEZ2EE {e) Repossessed assets
Koz EREERERT ¢ The aggregate valuation of the repossessed collateral assets amounted to:
£E Group $R77 Bank
2004 2003 2004 2003
WEZEREE Repossessed collateral assets 320 506 127 201
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16. Advances to customers (continued)

16. Advances to customers (continued)
{g) Rescheduled advances to customers

The amount of rescheduled advances and its expression as a percentage of gross advances
to customers™ are as follows:

£ Group 817 Bank

% %
—BENF 2004 1,553 0.6 1,273 0.6
—EFZ2= 2003 2,608 1.1 2,326 1.3

* EHRBRFEIIR -

Sz EBEFEFRU T REERER
e DRB=ZBRAULZEFRE
Mo ZESERDREN LlME16(2)
BA -

(FEFEARZHESEIN
BERERZME Y RIVKBERPHAES
g S REAREB s AREmE
E-E—RELT  BERZERAMR
ERHEERZER  MABRESBEZER
AZFERER -BEZZTNFE+ A
=t+—RB FEERRTZEFPERR
BFHzREEEAHERERARSZN
THES REEHEER (B _TE=
FtZA=+—B#BRE) -

*

Stated after deduction of interest in suspense.

Rescheduled advances to customers are stated net of any advances that have subsequently
become overdue for over three months and are included in overdue advances to customers
set out in note 16(f) above.

(h) Segmental analysis of advances to customers by geographical area

Advances to customers by geographical area are classified according to the location of
the counterparties after taking into account the transfer of risk. In general, risk transfer
applies when an advance is guaranteed by a party in an area which is different from that
of the counterparty. At 31 December 2004, over 90% of the Group’s and the Bank’s
advances to customers and the related non-performing advances and overdue advances
were classified under the area of Hong Keng (unchanged from position at 31 December
2003).
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16.5EFER(E 16. Advances to customers (continued)
(B)CHABZEFERWE (f) Overdue advances to customers (continued)
—ET=H 2003
£ E Group /1T Bank
O/D O/D
BEFEF ZARSHFBDEE - Gross advances to customers* which
have been overdue with respect
to either principal or interest
for periods of:
- @AM EEREAR — six months or less but over
three months 1,297 0.5 772 0.5
-RBANULE—F - one year or less but over
six months 858 0.4 390 0.2
- —FBE ~ over one year 1,152 0.5 750 0.4
3,307 1.4 1,912 1.1
ESB>EFER@GIL) Overdue advances to customers
(as above) 3,307 1.4 1,912 1.1
B FEMERFEEZRAREFER Less: overdue advances on which
interest is still being accrued (1,108) (0.5) (489) (0.3)
BT EARL TR - BF Add: advances overdue for periods
ECEBREBZEFER of three months or less, or
which are not yet overdue,
and on which interest has
been placed in suspense
-IABEEFER —included in rescheduled
advances 1,536 0.7 1,257 0.8
- Hfh - other 1,508 0.7 1,374 0.8
REE W 16(T) Gross non-performing advances
(note 16(d)) 5,243 2.3 4,054 2.4
Y BHBRERFBIR - * Stated after deduction of interest in suspense.

FRRIBAZER  BEXSHFL Advances with a specific repayment date are classified as overdue when the principal or

EEE TRFLEBIREE - 8FHE interest is overdue and remains unpaid at the year-end. Advances repayable by regular
BEEE THAMEEZENR  BE instalments are treated as overdue when an instalment payment is overdue and remains
P-RERBE TREFELEBMNKRE unpaid at the year-end. Advances repayable on demand are classified as overdue either
B-AFERBERE - BEHE when a demand for repayment has been served on the borrower but repayment has not
Mo ECDAERAREERBY  BE been made in accordance with the demand notice, or when the advances have remained
HARBETER NERDEHER continuously outside the approved limit advised to the borrower for more than the

ANBBAOIERSE - MBERHER overdue period in question,
B L BAEAIR - URFI(E B ERR R -
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16. Advances to customers (continued)
(j) Net investments in finance leases

Advances to customers include net investments in equipment leased to customers under
finance leases and hire purchase contracts having the characteristics of finance leases.
The contracts usually run for an initial period of 5 to 20 years, with an option for acquiring
the leased asset at nominal value at the end of the lease period. The total minimum
lease payments receivable and their present value at the year-end are as follows:-

&M Group
2004 2003
BERE Finance leases 68 -
mEay Hire Purchase contracts 8,955 6,914
9,023 6,914
—EEME 2004
£ Group
SEREK
H&RE U E 2 BIKEMR
Present FBUEA Hemes
value of Interest Total
minimum income minimum
lease relating lease
payments to future payments
receivable periods receivable
EWIEE - Amounts recelvable:
~ —FE AR — within one year 897 205 1,902
-—FHUEERF — after one year but within five years 2,553 605 3,158
- HEMUE - after five years 5,584 828 6,412
9,034 1,638 10,672
RERER Provisions for bad and doubtful debts (11)
BEEERMEESH I RERE Net investments in finance leases and
hire purchase contracts 9,023
—EEZHF 2003
%H Group
HIEER
HeRE BBz B
Present FBaYRA bileapk
value of Interest Total
minimum income minimum
lease relating lease
payments to future payments
receivable periods receivable
BYIER - Amounts receivable:
- —F A - within one year 708 203 911
- —FHUEERF — after one year but within five years 2143 606 2,749
-hENRE — after five years 4,077 766 4,843
6,928 1,575 8,503
RERER Provisions for bad and doubtful debts (14)
HMEEHTREFH Net investments in hire
purchase contracts 6,914

REERRTTEREREREESH
(ZBTZF  E) o

There were no finance leases and hire purchase contracts maintained by the Bank at the

balance sheet date (2003: Nil).
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17. 7/ RERERLAT

REERTEEFRERZRIEBRAF
(ZZ2Z2=F &) -

17. Amounts due from/to ultimate holding company

There were no amounts due from or due to ultimate holding company at the balance
sheet date (2003: Nil}.

18. Amounts due from/to immediate holding company and

18. 7/ REBERQAIAR
BERAMERA
BEREAEBEROARASRNB
REEIMT -

fellow subsidiary companies

Details of the balances due from and due to immediate holding company and fellow
subsidiary companies are as follows:

%5 Group #R77 Bank
2004 2003 2004 2003
#iFEE - Amounts due from:
ErReRFNEAZELEMEREE Cash in hand and balances with
banks and other financial
institutions 1,227 1,043 1,216 1,039
THERAEEI YA FIHE Placings with banks with
remaining maturity:
-—@AA — within one month 1,164 9,092 577 4,114
-—@AAREE=EA — three months or less but over
one month 389 1,972 - 1,195
-ZEARLEE—%F — one year or less but over
three months 859 136 - 136
- —FpEERF — five years or less but over
one year 4 4 4 4
2,416 11,204 581 5,449
FREZIE B FHE - Certificates of deposit with
remaining maturity:
- =18 A /B RN 5 5] ~ three months or less but not ]
repayable on demand 199 500 199 500
-Z@EAUEE—F - one year or less but over
three months 138 248 138 248
- —HEEEREF — five years or less but over
one year 394 468 394 468
731 1,216 731 1,216
HmAEZH A RIRERE Other assets with
remaining maturity:
-Z@AA — three months or less 218 239 217 232
-ZEAKLEE—F — one year or less but aver
three months 3 3 1 3
-—FUEERF — five years or less but over
one year 3 10 3 10
224 252 221 245
4,598 13,715 2,749 7,949
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18. Amounts due from/to immediate holding company and fellow

subsidiary companies (continued)

£ [ Group fR17 Bank
2004 2003 2004 2003
HERHEE - Amounts due to:
BFEER Customer accounts
- EREERBLBNS  UBTER — with agreed maturity dates or
HiE: periods of notice, by remaining
maturity:
- =@ A ™12 3E 808 B & — three months or less but not
repayable on demand 147 155 147 155
-ZEARLEE—% - one year or less but over
three months 18 38 18 38
165 193 165 193
BEFER Deposits from banks
- BB 5 A5 — repayable on demand 72 76 72 76
- BREERBLBNE  UBTER — with agreed maturity dates or
HiE periods of notice, by remaining
maturity:
- =R AAEIEANE I - three months or less but not
repayable on demand 3,229 189 3,229 189
-ZEAUREE—%F - one year or less but over
three months - 1,527 - 1,527
3,301 1,792 3,301 1,792
Hih B EZZH A R ER - Other liabilities with
remaining maturity:
-=Z@AA — three months or less 462 424 432 370
-Z@BAkLEE—%F — one year or less but over
three months - 3 - 3
462 427 432 373
3,828 2,412 3,898 2,358
19. B AR XK 18. Amounts due from subsidiary companies
MBRIREFEINDT Details of the amounts due from subsidiary companies are as follows:
2004 2003
EAFRESEEZEE B FsREHR - Placings with financial institutions with
remaining maturity:
-—EARA - within one month 56,281 54,433
- —ERREE=@A - three months or less but over one month 48,517 53,010
-ZlAMLEE-F — one year or less but over three months 137 202
104,935 107,645
ETHERPIHBLATER Loans to subsidiary companies with no repayment term 2,143 2,326
HEMEEFHNHARKRERA=EARN Other assets with remaining maturity of three months
or less 2,246 407
109,324 110,378
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20 EMRE 20. Long-term investments
(B)RHREAE (a) Long-term investments
£ E Group 877 Bank
2004 2003 2004 2003
BEMREEESFEERENRRE Held-to-maturity debt securities
S at amortised cost less provisions
for impairment 136,078 111,750 107,112 85,935
REREZAFEE Equity investments at fair value 1,947 2,131 2 2
138,025 113,881 107,114 85,937
(Z)RERE-REAMEE (b) Carrying value of long-term investments
£ Group #8717 Bank
2004 2003 2004 2003
BEHRERESEB Held-to-maturity debt securities
NHEMBERT Issued by public bodies:
- RPREFRRRET — central governments and
central banks 15,697 12,408 15,011 10,770
- HfbnHigE — other public sector entities 12,349 12,365 9,780 10,586
28,046 24,773 24,791 21,356
BREMEEET Issued by other bodies:
- AEREMSBIEE — banks and other financial
institutions 88,459 68,230 67,386 50,702
- ~ corporate entities 19,573 18,747 14,935 13,877
108,032 86,977 82,321 64,579
136,078 111,750 107,112 85,935
REHA Equity investments
BT Issued by corporate entities 1,947 2,131 2 2
138,025 113,881 107,114 85,937
SRR EBEH Held-to-maturity debt securities:
EEE LW Listed in Hong Kong 5.720 3,001 5,720 3,001
EEEAMLE T Listed outside Hong Kong 27.138 24,687 1,629 750
32,858 27,688 7,349 3,751
b Unlisted 103,220 84,062 99,763 82,184
136,078 111,750 107,112 85,935
BREEE Equity investments:
EEBLEM Listed in Hong Kong 1,076 1,313 - -
EEBAINEE W Listed outside Hong Kong 134 87 - -
1,210 1,400 - -
LS Unlisted ‘ 737 731 2 2
1.947 2,131 2 2
138,025 113,881 107,114 85,937
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20. REIRE &) 20. Long-term investments (continued)
(Z)REBREZREEE® (b) Carrying value of long-term investments (continued)

BERRZEBREFARNESR - I Held-to-maturity debt securities are stated at cost, adjusted for the amortisation of
CERABAREERRGLIEEZE premiums and accretion of discounts over the period from the date of purchase to the
HRITBZERE - REREBEULNTFER date of maturity. Equity investments are stated at fair value. The carrying values are net
PBR - REBELHMRREZ EE - of provisions for impairment.

(R BERRZEBEBS 2 OTFEER (c) Fair value of held-to-maturity debt securities

£ Group iR77 Bank
2004 2003 2004 2003
BERRZEBES Held-to-maturity debt securities
R HMEERT Issued by public bodies:
- PREFRBRIET — central governments and
central banks 15,955 12,578 15,277 10,906
- HibnHigE — other public sector entities 12,670 12,763 10,077 10,952
28,625 25,341 25,354 21,858
B M E BT Issued by other bodies:
-AEREMSRHEE — banks and other financial
institutions 88,603 68,375 67,531 50,849
- — corporate entities 19,745 18,929 15,095 14,015
108,348 87,304 82,626 64,864
136,973 112,645 107,980 86,722
BERRCERES Held-to-maturity debt securities:
EEREL™ Listed in Hong Kong 5,822 3,074 5,822 3,074
EERBUNIMME ETH Listed outside Hong Kong 27,154 24,790 1,629 752
32,976 27,864 7,451 3,826
JELET Unlisted 103,997 84,781 100,529 82,896

136,973 112,645 107,980 86,722
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20. Long-term investments (continued)
(d) Maturity analysis of held-to-maturity debt securities

The maturity profile of the above held-to-maturity debt securities categorised by the
remaining period from the balance sheet date to the contractual maturity date is as

HEET: follows:
%@ Group #R77 Bank
2004 2003 2004 2003

ZI A FIEREE Remaining maturity:
- BIEs % HY - repayable on demand - 78 - -
- Z1{E A A1{B 3£ BN 5 &7 - three months or less but not

repayable on demand 8,162 6,827 6,347 4,786
-ZEANKEE—F — ane year or less but over

three months 20,742 17,474 15,440 11,240
- —FLLEERF — five years or less but over

one year 100,687 82,130 79,078 64,668
-RENE - over five years 6,487 5,241 6,247 5,241

REBZHRzBRESNENE R
HEZBERETAEE _E=T=88
T(ZEF=F: BERAENT_EE

U - HEZEANABELABL(CF

T=F  AEWOTEL - AFHEN
#’fiﬁﬁ/ﬁZ{ﬁi‘% EREBEADLEH —
ZET=F  ANZTHD) LS
QEEF”*EX;@}&/E CRERER
A CHHERRREE -
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136,078 111,750

107,112 85,935

Debt securities intended to be held to maturity with an amortised cost of HK$233 million
(2003: HK$582 million) were disposed of prior to maturity. The related loss recognised
amounted to HK$5 million (profit recognised for 2003: HK$40 million). Such disposals,
representing 0.1% of total held-to-maturity debt securities (2003: 0.3%), were approved
by the Asset and Liability Management Committee, and were generally made to modify

the maturity and risk profile of portfolios.




21. HES A RIRE

21. Investments in subsidiary companies

FOTEEMBAFNT : The principal subsidiary companies of the Bank are:
3 =
REEE Place of TEEH ERTERREE
Name of company incorporation Principal activities Issued equity capital
EBEMBERLE 5 BXERRIR BT
Hang Seng Finance Limited Hong Kong Deposit-taking and lending HK$1,000,000,000
BEREERLQA o BRR BT
Hang Seng Credit Limited Hong Kong Lending HK$200,000,000
BERIT(ESE) ERAE Ers RITER =
Hang Seng Bank (Bahamas) Limited Bahamas Banking Us$1,000,000
BEFK(ERE)BRAA ERE SRR ET
Hang Seng Finance (Bahamas) Limited Bahamas Finance US$5,000
BERITEXERAF EE BELR%S T
Hang Seng Bank (Trustee) Limited Hong Kong Trustee service HK$3,000,000
BE (REA)BRLA e RIEABRTS BT
Hang Seng (Nominee) Limited Heng Kong Nominee service HK$100,000
BEARRBERRA £ RAESRAFRRE AT
Hang Seng Life Limited Hong Kong Retirement benefits HK$220,000,000
and life assurance
BERBERRE EE N BT
Hang Seng Insurance Company Limited Hong Kong General insurance HK$84,184,570
BEEEER(HA)ERLA AN ERERE A0 T
Hang Seng Asset Management Pte Ltd Singapore Fund management $G$2,000,000
EEREEEBRLA BB EeEe T
Hang Seng Investment Management Hong Kong Fund management HK$10,000,000
Limited
BERERRQE &E 3 BT
Haseba Investment Company Limited Hong Kong Investment holding HK$6,000
BEEHFERLA ER BHEL T
Hang Seng Securities Limited Hong Kong Stockbroking HK$26,000,000
BEBREBBRAA & RE AT
Yan Nin Development Company Limited Hong Kong Investment holding HK$100,000
BERBERLE EE HERBHIEERTER AT
HSI Services Limited Hong Kong Compilation and dissemination HK$10,000
of the Hang Seng share index
BEYREERRDA FiE MEEE T
Hang Seng Real Estate Management Hong Kong Property management HK$10,000

Limited

BREEABRBRERDFAA/TITHER
DZETEBREHAEERESH
LRERRRAEFITZ2AMBRA -
BREERBERATNBRERSEN &
WEBATTIHRTEERSE - BREZ
FTEZLMBEEETMBERR -

All the above companies are wholly-owned subsidiary companies except for Hang Seng
Life Limited in which the Bank holds 50% of its shareholding and controls the composition
of its board of directors. All subsidiary companies are held directly by the Bank except
for HSI Services Limited. The principal places of operation are the same as the places of

incorporation.
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22. Investments in associated companies

&£/ Group #847 Bank
2004 2003 2004 2003
EEAELEWEAQTRMEE Unlisted investments, at cost - - 1,634 -
BB E LA FEE Share of net assets 2,095 549 - -
REEEE Goodwill unamortised 302 - - -
2,397 549 1,634 -
£ Group #5177 Bank
2004 2003 2004 2003
BELREFIR(BEFPERIER Loans to associated company
GE) included under “Advances
to customer” (note 16) 233 229 - -
BHELREFHEANNRIEFRE R Amount due from associated
EHESIEA (E12) company included under
“Cash and short-term funds”
(note 12) 31 - 31 -
264 229 31 -
FEBEABMT The principal associated companies are:
s EEERTZERS
DAIBRE Place of incorporation TEXEH Group'’s interest in DEITRA

Name of company

and operation Principal activity equity capital Issued equity capital

Barrowgate Limited

HERTBRHERQT
Industrial Bank Co., Ltd.

Barrowgate Limited Z # & B R{T— 2 &
MBLRSE  ERERITBRHERQF
2B ABITEIERE -

BESESHEBENE TS BHEQ
ABEELAFHES-MARELEZH
BEEZERT  MEERAZEEN
BIE2EYHREERRE L2 RE - 8
ZE—HAREERARELRRZHELD
A o BRIEBRBERTAR  —KmE -
BE-BEARIREsz TRETE
WRIEFEEXRFEH  MEAREEAR
I o AmMARERERT UK EET]
B MABREMNZRERSEAR - &
RETEREMABEETROGERA
AIEERITICESSRATEESY
MERSEELREBIE  HHEERT
WIRERITZHE A - WHEIFRE
DARESSEARR - BIRE OIS AT R (R 8
ERITZERMDRAIE - XTI EESR
ERTEEBHERRENRRIER
AMEMEE_EEMFAARZTAY
BEFERE BBEARERTERNZ-T
ZENMERATHE-ETEMFAA=
THZEBEEERITFRAANE  BA
WERTHEE 2 BENEE—BHEE
i REHEHESEAEENLEEL-
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&8 NERE AT

Hong Kong Property investment  24.64% HK$10,000

F1E 17 AR

People’s Republic Banking 15.98% RMB3,999,000,000
of China

The interest in Barrowgate Limited is owned by a subsidiary company of the Bank. The
interest in Industrial Bank Co., Ltd. is owned directly by the Bank.

In accordance with the Hong Kong Statement of Standard Accounting Practice 10, an
associated company is an entity over which a company has the ability to significantly
influence, including participation in the financial and operating policy decisions, without
controlling the management of the company. Usually a holding of less than 20% is
presumed not to have significant influence, unless such influence can be clearly
demonstrated, and is treated on an investment basis, with the holding recognised at
cost and dividends accounted for as declared. The Group’s investment in Industrial Bank
Co., Ltd. (IB) has, however, been accounted for as an associated company using the
equity method, by which the Group will recognise its share of the profits and losses
earned by IB. This reflects that the Group has representation in both the Board and
Executive Committee of IB, and the ability to participate in the decision making process.
The Group has recognised its share of I1B's net profit from the date of acquisition on 20
May 2004 to 30 September 2004 based on the most up to date accounts available
which were prepared in accordance with International Financial Reporting Standards
and have been reviewed by IB's auditors. Goodwill on acguisition has also been amortised
over the same period and the amount amortised was HK$9 million.
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23. Tangible fixed assets

(MEXEEEE (a) Tangible fixed assets
—EEnNg 2004
=3 Group
BEDE
74 Investment = E &%
Premises properties Equipment Total

R REE Cost or valuation:
~“ERENE-F R At 1 January 2004 6,181 2,956 2,642 11,779
FREE Additions 1 - 147 148
FALE Disposals (4) (150) (48) (202)
WEERITH REFE Elimination of accumulated

depreciation on

revalued premises (152) - - (152)
BiHigE Surplus on revaluation
- ERTURIEEESEES — credited to premises and

investment properties

revaluation reserves 1,458 618 - 2,076
- ERIBRE — credited to profit and

loss account 148 - - 148
iR Transfers 41 (a1) - -
—ETMEF-_A=+—BiEH At 31 December 2004 7.673 3,383 2,741 13,797
BIEFE - Accumulated depreciation:
—ETME—-F—H&H At 1 January 2004 - - (2,214) (2,214)
FRZRETES(T) Charge for the year (note 5(d)) (152) - (165) (317)
HERRE Written off on disposal - - 51 51
HWERERTUHZ EBHE Elimination of accumulated -

depreciation on

revalued premises 152 - - 152
—EEME+ A+ —H4&E4% At 31 December 2004 - - (2,328) (2,328)
CEENF+ R+ —BEEEE Net book value at

31 December 2004 7,673 3,383 413 11,469
—EBRFE=F+_A=+—BHEEFE Net book value at

37 December 2003 6,181 2,956 428 9,565
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23. Tangible fixed assets (continued)

MM L& IWUITLEITA NS

(R)EEBEEEE @ (a) Tangible fixed assets (continued)
—EENE 2004
#R1T Bank
BEME
T4 Investment B &z
Premises properties Equipment Total
RS EE ¢ Cost or valuation:
—EEME-A-B4H At 1 January 2004 4,947 1,820 2,620 9,387
FAIEE Additions - - 146 146
FEAHE Disposals (4) (143) (a8) (195)
WEEMTUH BBFE Elimination of accumulated
depreciation on
revalued premises (124) - - (124)
BIHEE Surplus on revaluation
- ERITUHREEDEEREEE — credited to premises and
investment properties
revaluation reserves 1,257 409 - 1,666
- IR ~ credited to profit and
loss account 15 - - 15
HER Transfers 40 (40) - -
“EENFE+-_R=+—B&E# At 31 December 2004 6,131 2,046 2,718 10,895
BIETE Accumulated depreciation:
“ETEEFE-HA A&t At 1 January 2004 - - (2,194) (2,194)
FERTR Charge for the year (124) - (164) (288)
HEERER Written off on disposal - - 50 50
WRREMITH 2 BBITE Elimination of accumulated
depreciation on revalued
premises 124 - - 124
—EERF+_A=Z+—HER At 31 December 2004 - - (2,308) (2,308)
—EFEMF+_A=Z+—REBEEE Net book value at
31 December 2004 6,131 2,046 410 8,587
ZRE=F+AZ+—AREEE Net book value at
31 December 2003 4,947 1,820 426 7,193
(ZYTHRREYE L EEFERSE - (b) The net book value of premises and investment properties comprises:
£ H Group #5417 Bank
2004 2003 2004 2003
MaEEmE Leaseholds
BERNA Held in Hong Kong
- RERH GFSHERHT+E) - long leases
(over 50 years unexpired) 3,700 3,129 2,361 2,044
- PEHEY RSBEFHETER TS - medium leases
(10 to 50 years unexpired) 7.286 5,937 5,746 4,652
BB Held outside Hong Kong
- REAH FHEHDT+5) - long leases
(over 50 years unexpired) 3 4 3 4
- f BN (FSRFHEETERTF) — medium leases
(10 to 50 years unexpired) 67 67 67 67
11,056 9,137 8,177 6,767
EhaiE Of which
Tk Premises 7,673 6,181 6,131 4,947
WEME investment properties 3,383 2,956 2,046 1,820
11,056 8,137 8,177 6,767
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3. FARBERE (8])
MR_FTOFNA=TR  FEEZ
TUHEREDERLEFTEEREZE
ZABMTTERBRITER  WEEXRE
ER_BEONF+-_A=+—BZEE
VEERZHE - ZHENEREER
AEMBEERBER Y EEMIE -&
B EENRRITHERBR22RT
BEERRREDEL ARTSEE -

(MR REMEEGRE/ (BE)

23. Tangible fixed assets (continued)

(c) The Group’s premises and investment properties were revalued by DTZ Debenham
Tie Leung Limited, an independent professional valuer, at 30 September 2004, who
confirmed that there had been no material change in valuations at 31 December 2004.
The valuations were carried out by gualified persons who are members of the Hong
Kong Institute of Surveyors. The basis of the valuation of premises was open market
value for existing use. The basis of the valuation for investment properties was open
market value.

(d) Surplus/(Deficit) on revaluation of premises and investment properties

£ 8 Group #8477 Bank
2004 2003 2004 2003
BR/ (R DEEEEE Credited/(charged) to property
revaluation reserves
- ITH EHREE ~ premises revaluation reserve 1,458 (345) 1,257 (336)
- REDEEHREE (30 ~ investment properties revaluation
reserve (note 30) 618 (273) 409 (170)
- ERBETMEZEE/ (RE) - share of revaluation surplus/
(Fi5E30) (deficit) of an associated
company {(note 30) 154 (125) - -
2,230 (743) 1,666 (506)
#iE/ (B BEE Credited/(charged) to profit and
loss account
- Tk - premises 148 (37) 15 -

(RIEERBERAZ 2HITUIONEE
FIRR MR RRIE: REHE TG
ROHEEESFENEMNT

(e) The net book value of all premises which have been stated in the balance sheet at
valuation would have been as follows had they been stated at cost less accumulated
depreciation:

%M Group ‘ #R17 Bank
2004 2003 2004 2003
+-—AZ+—BEEEE Net book value at 31 December 2,647 2,712 1,582 1,623

(D FREBLHEEZREDENBELE
B RZSHEZELEH-RARE
HORBAREEEEEN BT KRR
AEFEY - ZSHEYEREXEH
& o

HEREE_TTNEZRWHSIA
BERER_E_58L(ZTE=F &
BZE-TEL - XFEERLTBERIE
HEHASUA (ZTET=F : &) -

FEH A BHELHEERTIHRK
ARzEURERSRRNT

(f) The Group leases out investment properties under operating leases. The leases typically
run for an initial period of 2 years, and may contain an option to renew the lease after
that date at which time all terms are renegotiated. None of the leases includes contingent
rentals.

Rental income receivable from operating leases amounted to HK$202 million in 2004
(2003: HK$210 million). There was no contingent rental recognised during the year
(2003: Nil).

The Group’s total future minimum lease payments receivable under non-cancellable
operating leases are as follows:

%M@ Group 17 Bank
2004 2003 2004 2003
—FEUT Less than one year 167 165 106 105
—FULERE Five years or less but over one year 108 79 77 50
275 244 183 155
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24, R EE 24. Other assets
£ E Group $R1T Bank
2004 2003 2004 2003
BTMEAEZEERBERUINRIE Unrealised gains on off-balance
EEREMITETASDHZ sheet interest rate, exchange rate
AEREF and other derivative contracts
which are marked-to-market 1,507 1,664 1,507 1,664
B (37 () k25(8)) Deferred taxation (notes 7(c) & 25(a)) 11 52 - -
EELEEUERE ltems in the course of collection
from other banks 4,456 3,244 4,456 3,244
TA R BRI ER Prepayments and accrued income 2,350 2,179 1,900 1,626
REREFAAERZERARBEE Long-term assurance assets
attributable to policy holders 8,291 4,982 - -
H{h 3R78 Other accounts 3,763 3,815 1,712 2,281
20,378 15,936 9,575 8,815
Z R H FIsREAR Remaining maturity:
-Z@AR — three months or less 9,165 8,811 8,301 8,096
-=—ERUEE—F — one year or less but over
three months 1,121 770 920 536
- —HPEERE — five years or less but over
one year 928 183 319 166
-HEME — over five years 9,133 6,135 29 9
20,347 15,899 9,569 8,807
- 2@ E — overdue*
- ZEAREEXEA ~ six months or less but over
three months 4 5 - 1
- ANAAUEE—F — one year or less but over
six months 3 8 1 2
- —FpE ~ over one year 24 24 5 5
31 37 6 8
20,378 15,936 9,575 8,815
LR RECEMEEIEABEE(TE * Represents mainly by overdue interest receivable included under “Prepayments and accrued
FTRAEIE] BT 2 HERFIE - income”.

174 | B557 Hang Seng Bank




25, IEEF I 25. Deferred taxation

(R CRREZEEHAEERAMH (a) Deferred tax assets and liabilities recognised
EERBRAZEEHRE(AE)/EE The major components of deferred tax (assetsy/liabilities recognised in the balance sheets
ZEEBHEREFREHNOT ¢ and the movements during the year are as follows:
%M Group
MORE MER
2HE RERE
Depreciation R

allowances  Revaluation
inexcess of properties  —AREH

of related and equity General Hit &t
depreciation  investments  provisions Other Total
EEBEZ DN Analysis of deferred
tax assets and liabilities:
—FTNE-—R—HEZS At 1 January 2004 20 685 (192) 78 591
TE/ GEs) B R (MiE7 () Charged/(credited) to
profit and loss
account (note 7(a)) 1 (60) 142 96 179
BEEEFEZEERE Deferred tax on net
revaluation surpluses - 260 - - 260
—EFROETZ A=+ —E&H At 31 December 2004 21 885 (50) 174 1,030
—EEZF-R—RB#&EH At 1 January 2003 20 685 (177) 34 562
FE/GER) BRE (a7 (B) Charged/(credited) to
profit and loss
account (note 7(a)) - (4) (15) 44 25
BEEESBEZELRE Deferred tax on net
revaluation surpluses - 4 - - 4
—ET=E+_fB=+—H&#% At 31 December 2003 20 685 (192) 78 591
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(A ERRZELHERERERE (P
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25. Deferred taxation (continued)

(a) Deferred tax assets and liabilities recognised (continued)

#8177 Bank
skl
IR S MER
Z2inE fERE
Depreciation R
allowances Revaluation
in excess of properties  —ARME{E
of related and equity General Hft =k
depreciation  investments  provisions Other Total

R E 2 4T

—EENRE-A-B&ES

XER/ R BRE

EREESRRZELHRE

—EENE+CAS AR

—FE=F-HF-B#&H
E/ CER) B

ZEEZF+A=T—H&H

Analysis of deferred

tax assets and liabilities:
At 1 January 2004 33 591 (141) (56) 427
Charged/(credited) to

profit and loss

account 1 (13) 102 26 116
Deferred tax on

net revaluation

surpluses - 226 - - 226
At 31 December 2004 34 804 (39) (30) 769
At 1 January 2003 36 592 (125) (70) 433

Charged/(credited) to
profit and loss

account (3) ()] (16) 14 (6)

At 31 December 2003 33 591 (141) (56) 427
%E Group #R77 Bank

2004 2003 2004 2003

REEBBERARER
BERBEEETE
(B3E 7(A) &24)

REEEBBEEARER
RIEHIEBESFSE
(Bizx 7(A) %28)

(Y RBRZELEHREE

REZEH  FEENBLESA%E T
AZBBEBIAERRERREEE
AEZTHEET(ZTR=%F: B%
RT=Za&n)  MEERBEES
iR

(R ARIZEBRERERMR
ROFFTEF  TERERIZELEHRA
BER(CETR=E &\ -
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Net deferred tax assets recognised
on the balance sheet
(notes 7(c) & 24) (11) (52) - -

Net deferred tax liabilities
recognised on the balance
sheet (notes 7(c) & 28) 1,041 643 769 427

(b) Deferred tax assets not recognised

At balance sheet date, the Group has not recognised deferred tax assets in respect of
tax losses of subsidiaries amounted to HK$34 million (2003: HK$43 million) which are
considered unlikely to be utilised. The tax losses do not expire under current tax legislation.

{c) Deferred tax liabilities not recognised

There were no deferred tax liabilities not recognised in 2004 (2003: Nil).
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26. Current, savings and other deposit accounts

&3 Group #R1T Bank

2004 2003 2004 2003

EREER Customer deposit accounts:
- FRFER — current accounts 57,290 48,568 57,290 48,568
- REBER ~ savings accounts 224,893 205,769 224,893 205,769
- EHEREMTEK — time and other deposits 165,123 177,634 155,699 167,730
BHERE Certificates of deposit in issue 15,464 7,927 15,464 7,927
FHHMERES Other debt securities in issue 646 15 646 15
463,416 439,913 453,992 430,009

EPEN  BEFRERBLEMER
BEREKTEREITMOT

The analysis of remaining maturity of customer deposit accounts, certificates of deposit
in issue and other debt securities in issue is as follows:

£ Group $R77 Bank
2004 2003 2004 2003
BEPEM Customer deposit accounts
B e 5 8A Repayable on demand 304,453 281,296 303,521 280,512
EREFERBREBEANE With agreed maturity dates or
AT FREEE periods of notice,
by remaining maturity:
- =@ AREIEEN e B - three months or less but not
repayable on demand 128,752 139,123 120,282 130,055
-—BANLEE—% - one year or less but over
three months 7,707 7,474 7,685 7,422
- —FUFLERF — five years or less but over
one year 5,741 3,720 5,741 3,720
-~ AEMNE — over five years 653 358 653 358
447,306 431,971 437,882 422,067
BHERE Certificates of deposit in issue
ZHHAFGEH Remaining maturity:
- =18 A m18 JEBDEF 2 4 — three months or less but not
repayable on demand 252 908 252 908
-ZEARLE-F — one year or less but over
three months 7.698 1,132 7,698 1,132
- —FNEERE - five years or less but over
one year 6,757 5,685 6,757 5,685
-AEUE -~ over five years 757 202 757 202
15,464 7,927 15,464 7,927
BHEMEBERES Other debt securities in issue
EI RN Remaining maturity:
- =@R A{BIERIREFI R — three months or less but not
repayable on demand 646 15 646 15
646 15 646 15
463,416 439,913 453,992 430,008

ZETMFEFR Annual Report 2004

177




SR IR TS R AR

27. B EER

=W s M = =AU

27. Deposits from banks

L A e A B S i

£E Group #R7T Bank
2004 2003 2004 2003
BREs 2/ 55 Repayable on demand 2,251 654 2,251 644
EHEFRAL B - With agreed maturity dates or
BT RBHE: periods of notice,
by remaining maturity:
- Z{E8 A {8388 Bl 8 — three months or less but not
repayable on demand 6,380 4438 6,380 448
~ZEAMRLEE—%F — one year or less but over
three months - 100 - 100
8,631 1,202 8,631 1,182
28. Rfth B & 28. Other liabilities
%£H Group #R17 Bank
2004 2003 2004 2003
BHTE Short positions in securities:
EBE% Treasury bills 4,651 522 4,651 522
BRBES Debt securities
- B #EF - government securities 1,187 990 1,187 990
- A RAHEEE - other public sector securities 2 2 2 2
5,840 1,514 5,840 1,514
EEABRRUIIMNETEGEZHME - Unrealised losses on off-balance
EXREMUTETARESDNZ sheet interest rate, exchange
KEBREE rate and other derivative
contracts which are
marked-to-market 965 1,277 965 1,277
AEARIE (M3E7 (A)) Current taxation (note 7(c)) 514 523 466 481
FRERTE (B1E7 () R25 () Deferred taxation
(notes 7(c) & 25(a)) 1,041 643 769 427
mELBEMNEE ltems in the course of transmission
to other banks 6,136 3,968 6,136 3,968
[EETERIA Accruals 2,188 2,155 2,093 2,058
BRERIMERS Provisions for other liabilities
and charges 397 363 16 17
BRRESFSAEZIERARBAE Long-term liabilities attributable
to policy holders 8,291 4,982 - -
HibaHE Other 3,241 3,722 4,277 4,730
28,613 19,147 20,562 14,472
ZEH B R Remaining maturity:
-Z—EBAR — three months or less 17,730 11,649 18,729 12,629
-=ZEARLE—F — one year or less but over
three months 828 977 562 718
-—FHUEERF -~ five years or less but over
one year 1,059 674 339 576
-AFHRE - over five years 8,996 5,847 932 549
28,613 19,147 20,562 14,472
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20. B 29. Share capital

ERAE A Authorised:
Bzt —B8—-+E8xL The authorised share capital of the Bank is HK$11,000 million (2003: HK$11,000 million)
(mEE=F: Z¥%—F—1TEXLL) - divided into 2,200 million shares (2003: 2,200 million shares) of HK$5 each.

BT EBR(ZEE=F: —+=
B - SREEATIE-

2004 2003
BERBRR Issued and fully paid:
+HhE—F-BNTHE_FLE=F 1,911,842,736 shares (2003 1,911,842,736 shares)
AR(CZEE=F T HhE—F—8 of HK$5 each 9,559 9,559
NTEE-_THE=+) - 8
BERITIE -

REAEER ATTEERBARTZBG During the year, the Bank made no repurchase of its own shares (2003: Nil).
(ZEE=% 8-

30. 18 30. Reserves
— 2004
SRERE BERT
£H ]R1T Associated
Group Bank companies
R Retained profits 21,395 13,229 156
THREEMEEHHE Premises and investment properties
revaluation reserves 7,564 5,721 613
RPRRREAEGRHE Long-term equity investment .
revaluation reserve 935 - -
BARERIHE Capital redemption reserve a9 99 -
29,993 19,119 769
REBRT Retained profits
ZEFNFE-A-BiEH At 1 January 2004 19,720 11,943 90
BEREMBEE Exchange and other adjustments 4 2 -
BEREREN Profit attributable to shareholders 11,395 11,016 87
L) Dividends (9,942) (9,942) 21)
RETHEGRES Transfer from premises revaluation
reserve
~HEREEITE — depreciation on revaluation surplus 75 70 -
- EHITHMER 2 ERMEE ~ realisation of revaluation surplus on
disposal of premises 2 2 -
BEREYMEERHFER Transfer from investment properties
revaluation reserve
-EHREMEMBEREEEE — realisation of revaluation surplus on
disposal of investment properties 141 138 -
- —ZENE+-_A=+—H%&8% At 31 December 2004 21,395 13,229 156
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30. Reserves (continued)

fuiido U]

—EEWmEF 2004
/NG|
E3E] BT Associated
_ Group Bank companies
THRIEEMESRRESE Premises and investment properties
revaluation reserves
THEEEECREERIE Premises revaluation reserve,
net of deferred tax
- Z_ETWF-F-HERR ~ at 1 January 2004 3,123 2,787 -
- BEffEE ~ surplus on revaluation 1,203 1,037 -
- REMERTRERF ~ transfer of depreciation to retained
profits (75) (70) -
-BEREVESHEE ~ transfers from investment properties
revaluation reserve 32 32 -
- BHTUEMER 2 EEEE ~ realisation on disposal of premises
properties (2) 2) -
- —EENE+-A=+—-0&% ~ at 31 December 2004 4,281 3,784 -
SEMEEGRA investment properties revaluation
reserve
- ZZEENF -/ A& - at 1 January 2004 2,690 1,774 459
- BhEE (MiE23(T7)) ~ surplus on revaluation (note 23(d)) 618 409 -
- EEBE R YEZIEE ~ share of revaluation surplus of an
(Mi3x 23(T ) associated company (note 23(d)) 154 - 154
- BETUHEERE - transfers to premises revaluation
reserve (38) (38) -
- EHBEYEMBER 2 EGEE - realisation on disposal of
investment properties (141) (138) -
- ZEFEMF+ZA=+—REEH ~ at 31 December 2004 3,283 2,007 613
THRREYREEGCREFESS Total premises and investment
properties revaluation reserves 7.564 5,791 613
REREREEGRFFECNBBLERE Long-term equity investment revaluation
reserve, net of deferred tax
—EENF-F—HER At 1 January 2004 1,009 - -
EiGEE Surplus on revaiuation 332 - -
RESRBRFEREMERZ Revaluation gain recognised in current
BEEE year profit and loss account on
disposal of long-term equity
investments (406) - -
ZEEMFE+ A=+ H#sH At 31 December 2004 935 - -~
BEBORHE Capital redemption reserve
ZEEMFE-F—-AR At 1 January and
+ZRA=+—8#&% 31 December 2004 99 99 -
ZETNF+ B+ -ARELES Total reserves at 31 December 2004 29,993 19,119 769
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30. fE & ()

30. Reserves (continued)

—EE=F 2003
BEAE
RE s Associated
Group Bank companies
REBEF Retained profits 19,720 11,943 90
THERIREMEEEFEE Premises and investment properties
revaluation reserves 5,813 4,561 459
REBREREEHEHE Long-term equity investment
" revaluation reserve 1,009 - -
EXEDER Capital redemption reserve g9 99 -
26,641 16,603 549
REBRF Retained profits
“EE=E—f—B&s At 1 January 2003 19,440 12,875 88
BRERAMBE Exchange and other adjustments 18 16 -
A% = pESiH T Profit attributable to shareholders 9,539 8,335 26
AR 2 Dividends (9,368) (9,368) (24)
BT EhEE Transfer from premises revaluation
reserve
- T EAEEL TS — depreciation on revaluation surplus 68 62 -
BEREVEEEREE Transfer from investment properties '
revaluation reserve
- EBHREDEMER 2 BHIBE — realisation of revaluation surplus on
disposal of investment properties 23 23 -
ZEE=F+-AZ+—R&H At 31 December 2003 19,720 11,943 90
T RIEAMEELEE Premises and investment properties
revaluation reserves
TTHERFEEEREERIE Premises revaluation reserve,
net of deferred tax
- _FZE=F—-R—-B8#%&& - at 1 January 2003 3,543 3,190 -
-ERERE - deficit on revaluation (285) (276) -
- RERERAREBET — transfer of depreciation to retained
profits (68) (62) -
- BEREANEEGRHE — transfers from investment properties
revaluation reserve 1" 6 -
- REHBEREMAR - deferred tax and other adjustments (78) (71) -
- ZEE=F+ZA=+—H#&H - at 31 December 2003 3,123 2,787 -
REMEERHESB Investment properties revaluation
reserve
- ZEE=5-F—8&%&% - at 1 January 2003 3,124 1,974 584
- BEEEE HE23(T) — deficit on revaluation (note 23(d)) (273) (170) -
- BREBEARMEZRE — share of revaluation deficit of
(BEE 23(T ) an associated company {note 23(d)) (125) - (125)
-RBRETHEGEEE — transfers to premises revaluation
reserve (13) 7) -
- EHREDMEMERZ E4EE — realisation on disposal of investment
properties (23) (23) -
-ZEE=FF+-A=+—H&H - at 31 December 2003 2,690 1,774 459
T REEMZERHEESS Total premises and investment properties
revaluation reserves 5,813 4,561 459
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30. Reserves (continued)
2003

L vl La OO W & = UN

Y

=l

A R R )

& 7]

®=E fRTT Associated
Group Bank companies
RO EREEHFERCINAIELERE Long-term equity investment revaluation
reserve, net of deferred tax
ZEE=F-A—HEH At 1 January 2003 1,011 -~ -
ELR Surplus on revaluation 410 - -
HELRHAREREMERZ Revaluation gain recognised in
EGEE current year profit and loss account
on disposal of long-term equity
investments (410) - -
BREHBREMEE Deferred tax and other adjustments (2) -~ -
—EE=E+_RA=+—B#&# At 31 December 2003 1,009 - -
BRIBEIRE#E Capital redemption reserve
—EE=F-A-8Rk At 1 January and
+—R=+—H#&% 31 December 2003 99 99 -
“EE=F+-FR=+-BRELES Total reserves at 31 December 2003 26,641 16,603 549

(EfHEIREABEHEEILFEER
RZME - BAARE -

RITRBEFROTEBZHB AR - BF
RISEMEMZEEERERTEER
FERILEMAERHTRTFREZRE R
FBAIRH -
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The "Revaluation reserves” and the “Capital redemption reserve” do not represent
realised profits and are not available for distribution.

The Bank and its banking subsidiary companies operate under regulatory jurisdictions
which require the maintenance of minimum capital adequacy ratios and which could
therefore potentially restrict the amount of retained profits which can be distributed to

shareholders.




NREREBHER

31. Reconciliation for cash fiow statement

(R HXRFNEARBERETES 2 {a) Reconciliation of operating profit to net cash flow from operating activities
BEHORABER
2004 2003
R T Operating profit 12,644 10,683
ERBRA Net interest income (9,690) (10,179)
SR N Dividend income (96) (92)
RIEFERER Provisions for bad and doubtful dabts (814) 792
nE Depreciation 317 329
Bl s 8 Amortisation of long-term investments 426 203
Bk Dgr ERMEERSE Advances written off net of recoveries (652) (1,172)
B A Interest received 9,054 10,240
Faxd Interest paid (2,646) (2,747)
EEESLDAEEER Operating profit before changes in working capital 8,543 8,057
RekmEHaEer g Change in cash and short-term funds (1,757) 99
—EAULEHAZ EBERRAE L #E Change in placings with banks maturing after one month 1,798 12,890
n“*fm“z """" Change in certificates of deposit (2,225) 1,392
BEEBERBZBEFIEY Change in securities held for dealing purposes (634) {34)
gﬁETAZ '''' Change in advances to customers (20,941%) (4,524)
ERERAARRASENWB AT Change in amounts due from immediate holding
RIRZEE company and fellow subsidiary companies 1,373 341
EEEZE Change in other assets (4,358) (3,491)
BEPEF; AZ """"" Change in customer deposit accounts 15,335 34,280
BH{E ﬁZ """" Change in debt securities in issue 8,168 (8,060)
ﬂ%?‘mz Change in deposits from banks 7,429 130
EBERA 7&@5%%‘@’&5 Change in amounts due to immediate holding company
BRZEY and fellow subsidiary companies 1,516 797
HphegRmr® Change in other liabilities 8,944 4,199
WBAREE=ERAMIEREEE Elimination of exchange differences and other
non-cash items (4,634) (11,984)
REEXTHELE RS Cash generated from operating activities 18,557 34,092
BTN Taxation paid (925) (526}
REEEEIH2BZRERA Net cash inflow from operating activities 17,632 33,566
(YRS RERBSEAERTN (b) Analysis of the balances of cash and cash equivalents
2004 2003
BEREIEFHRAERA S REE Cash in hand and balances with banks and
other financial institutions 7,248 5,823
BEEE—EAREHz Money at call and placings with banks maturing
EHERESE within one month 57.071 71,658
E* Treasury bills ' 47 91
FRE Certificates of deposit 2,685 3
67,051 77,575
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N.XEEK - AERTEIR 32. Contingent liabilities, commitments and derivatives
(RENLHE FHEZHESLER (a) Contract amount, credit equivalent amount and
EfamESHE risk-weighted amount
—E2FNF 2004
£ B Group
B8 [2%
HESHE nEeH
AR Credit Risk-
Contract equivalent weighted
amount amount amount
FER Contingent liabilities:
AL Guarantees 10,722 10,447 3,501
AEE Commitments:
EREREHESHWERS Documentary credits and
short-term trade-related transactions 9,020 1,844 1,805
RBREC ERNERER  FERER Undrawn formal standby facilities, credit
B R R lines and other commitments to lend:
- —FMUT - under one year 86,714 - -
- —F R E - one year and over 23,677 11,839 10,460
Hfh Other 38 38 38
119,449 13,721 12,303
EESL Exchange rate contracts:
BN R HINER B Spot and forward foreign exchange 138,269 1,066 298
EMERSY Other exchange rate contracts 23,158 323 106
161,427 1,389 404
FIRGH Interest rate contracts:
FZEEER interest rate swaps 120,503 1,421 347
HipFlZE2H Other interest rate contracts 5,067 15 6
125,670 1,436 353
H@STEIAEEYN Other derivative contracts 1,373 46 23
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32. Contingent liabilities, commitments and derivatives (continued)

(a) Contract amount, credit equivalent amount and

EENESE risk-weighted amount (continued)
—SgNE 2004 ‘
7T Bank
BEZ B
HESHE MmiESE
EBHEE Credit Risk-
Contract equivalent weighted
amount amount amount
B ER Contingent liabilities:
ER Guarantees 11,123 10,847 3,902
HPE Commitments:
ERBRENEZIUERS Documentary credits and
short-term trade-related transactions 9,020 1,844 1,805
AEBZEXBRERN FEHER Undrawn formal standby facilities, credit
E b AR ¢ lines and other commitments to lend:
- —ENUT - under one year 85,910 - -
-—ERKE — one year and over 23,400 11,700 10,321
Htl Other 17 17 i7
118,347 13,561 12,143
ERaH - Exchange rate contracts:
BEBRELINERS Spot and forward foreign exchange 141,384 1,098 314
HiEZSH Other exchange rate contracts 23,158 323 106
164,542 1,421 420
FEE=¥ ol Interest rate contracts:
7 % 12 Interest rate swaps 113,692 1,336 330
EMAM=EEH Other interest rate contracts 5,067 15 6
118,759 1,351 336
HpfTEaTAEH Other derivative contracts 1,373 46 23
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NHEEE  ABRTEIA® 32. Contingent liabilities, commitments and derivatives (continued)

(M) EHNEH FEZHELER (a) Contract amount, credit equivalent amount and
LB O FE & 8E () risk-weighted amount (continued)
ZEE=HF 2003
£ Group
BE2 Bk
BEeHE mESE
AReH Credit Risk-
Contract equivatent weighted
amount amount amount
HEER Contingent liabilities:
R Guarantees 12,401 12,143 3,622
HHE Commitments:
EREREHESHERS Documentary credits and
short-term trade-related transactions 8,098 1,620 1,613
REBAZERERAGHN - EEER Undrawn formal standby facilities, credit
H MR R lines and other commitments to lend:
- —FEAFR — under one year 69,099 - -
-—ERkHNE — one year and over 19,623 9,811 8,949
Hib Other 160 160 62
96,980 11,591 10,624
ERLL Exchange rate contracts:
BUER MR ERINERZ 5 Spot and forward foreign exchange 76,408 1,080 322
HiEESH Other exchange rate contracts 33,160 401 141
109,568 1,481 463
FEEH - fnterest rate contracts:
F|= 2 HR Interest rate swaps 91,629 1,300 315
HiFEREY Other interest rate contracts 17,578 45 21
109,207 1,345 336
HTETESY Other derivative contracts 297 g 2
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32. Contingent liabilities, commitments and derivatives (continued)

(a) Contract amount, credit equivalent amount and

B MESEE risk-weighted amount (continued)
—EE=E 2003
#R17 Bank
(-4 B
HE2HE mnESE
R0k Credit Risk-
Contract equivalent weighted
amount amount amount
HBEES Contingent liabilities:
BR Guarantees 12,802 12,544 4,023
B Commitments:

ERERENEZ2MERS

ARPRAZEXNBREN  FEHAR
H b HRUR R

- —EHRT

- —FRMUE

Exma
B RERIER B
EMESALD

MRS
IESEE"
B FIES Y

BEfiET RSN

ERFIHBESERUNIRBZEES
HEE EEZIESSERERNES
BoNEEHZIESSE  DAFRE
BERnEeBEsA BEBERES
RRITERIMR=Z2BEFRRLLEM
BE  URTFEEREZEEREARS
BME - MBIEERNAE - JRR
MEBRERTEE 28  WBE
£ FMEREMGTEIESS  BIAR
MEEERTEENZE T -

REEHRAEOBREESR R
5 BEZEAY ERE BERER
RBUREBEZAE - FpRZRABRER L
AMNEFREERZARER YRS
HERSE  ZEAFEUETPZERS
BOERVAEERE  HATERE
AR BR - AR BEEEN 5
RERFEIE MENEBE2EEY
TRERRREZEX -

Documentary credits and short-term

trade-related transactions 8,098 1,620 1,613
Undrawn formal standby facilities, credit

lines and other commitments to lend:

- under one year 68,981 - -
- one year and over 19,622 9,811 8,943
96,701 11,431 10,562
Exchange rate contracts:
Spot and forward foreign exchange 78,811 1,104 334
Other exchange rate contracts 33,160 401 141
111,871 1,505 475
Interest rate contracts:
Interest rate swaps 83,958 1,232 301
Other interest rate contracts 17,143 45 21
101,101 1,277 322
Other derivative contracts 292 9 2

The tables above give the nominal contract, credit equivalent and risk-weighted amounts
of off-balance sheet transactions. The credit equivalent amounts are calculated for the
purposes of deriving the risk-weighted amounts. These are assessed in accordance with
the Third Schedule of the Hong Kong Banking Ordinance on capital adequacy and depend
on the status of the counterparty and the maturity characteristics. The risk weights used
range from 0% to 100% for contingent liabilities and commitments, and from 0% to
50% for exchange rate, interest rate and other derivative contracts.

Contingent liabilities and commitments are credit-related instruments which include
acceptances, letters of credit, guarantees and commitments to extend credit. The risk
involved is essentially the same as the credit risk involved in extending loan facilities to
customers. These transactions are, therefore, subject to the same credit origination,
portfolio maintenance and collateral requirements as for customers applying for loans.
As the facilities may expire without being drawn upon, the total of the contract amounts
is not representative of future liquidity requirements.
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32. Contingent liabilities, commitments and derivatives (continued)

{a) Contract amount, credit equivalent amount and
risk-weighted amount (continued)

Off-balance sheet financial instruments arise from futures, forward, swap and option
transactions undertaken in the foreign exchange, interest rate and equity markets.

The contract amounts of these instruments indicate the volume of transactions
outstanding at the balance sheet date and do not represent amounts at risk. The credit
equivalent amount of these instruments is measured as the sum of positive mark-to-
market values and the potential future credit exposure in accordance with the Third
Schedule of the Hong Kong Banking Ordinance.

(ZYEEHZE (b) Replacement cost
%M Group #R1T Bank
2004 2003 2004 2003
EXREL Exchange rate contracts 834 876 834 876
FEAH Interest rate contracts 939 997 880 956
EMGTETAEEY Other derivative contracts 5 - 5 -
1.778 1,873 1,719 1,832

ENZEERARRFARDEERE
ALREZAH(BEFERREZS
) BE MRESHLEEEIHILE
BRAERY -

(R) EMBRARMINERBFFEEMRE

The replacement cost of contracts represents the mark-to-market assets on all contracts
(including non-dealing contracts) with a positive value and which have not been subject
to any bilateral netting arrangement.

{c} included in the above tables are the following amounts of derivative contracts which

ZHEIREAHNSENT were made for dealing purposes:
£ Group $R1T Bank
2004 2003 2004 2003
ERSH Exchange rate contracts:
BEIRIEEAINERZ B Spot and forward
foreign exchange 138,269 76,408 141,384 78,811
HEmEREY Other exchange rate contracts 22,848 32,850 22,848 32,850
161,117 109,258 164,232 111,661
FlEELH Interest rate contracts:
Fl i 2y Interest rate swaps 49,688 35,605 49,688 35,605
EMAEesy Other interest rate contracts 5,067 5,506 5,067 5,506
54,755 41,111 54,755 41,111
EpfiEIEEH Other derivative contracts 1,373 297 1,373 292

HBCER MERAMLITETREH
TiEsEEERE - ENAERBEIRRIE
RAEBRBZERER - HEAHE
FEEMBI LB EEA AT ZEBE
BRBXEFRNBLGTY -

B LB RMAPISN - BITE R EEBET
THREBAMRBMIERRAZE -

188 | 844877 Hang Seng Bank

The remaining exchange rate, interest rate and other derivative contracts were made for
non-dealing purposes, i.e. to hedge risk, or to synthetically alter the risk characteristics
of assets and liabilities. The transactions are either conducted directly in the market or
indirectly through the Bank's immediate holding company or fellow subsidiary companies.

In addition to the above, the Bank enters into guarantees and letters of support on
behalf of other Group entities in the normal course of business.
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BEoAEEAMHEAGMERZEES
BRABEALTLENTF-_EER (=T
E=-F  BETREATFZEERL) -
BITHABEERI++ENTF _B&ET
(ZEFZF B TAREALT=EE
) UEEHIRNTEFREREEE
2] RIEHIEEIAZEBAK < it
S FHRPRRERZFUNBERE
B REESFEABE L TAENTE
T(ZEE=F  BE—T-BEZT_E
+F—FEx)  RITABEBY®E+TAH
BATER(ZEZ=F : BBNAEX
+TNAERTFET) -

33. Assets pledged as security for liabilities

At 31 December 2004, liabilities of the Group amounting to HK$5,697 million (2003:
HK$ 1,664 million) and of the Bank amounting to HK$5,697 million (2003: HK$1,664
million) were secured by the deposit of assets, mainly related to sale and repurchase
arrangements. The amounts of assets pledged by the Group to secure these liabilities
were HK$5,742 million (2003: HK$1,693 million) and by the Bank were HK$5,742 million
{2003: HK$1,693 miliion) respectively and mainly comprised items included in “Cash
and short-term funds” and "Long-term investments”. In addition, the amount of debt
securities deposited with central depositories by the Group to facilitate the settlement
processes were HK$7,980 million (2003: HK$110,272 million) and by the Bank were
HK$7,980 million (2003: HK$86,840 million) respectively.

38. EE AR 34. Capital commitments
£ @ Group #H17 Bank

2004 2003 2004 2003

EERFEIEGHZEX Expenditure authorised and
contracted for 81 79 77 72

EREBREITSHZIRX Expenditure authorised but
not contracted for - 1,626 - 1,626
81 1,705 77 1,698
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35. Lease commitments

The Group leases certain properties and equipment under operating leases. The leases
typically run for an initial period of one to five years and may include an option to renew
the lease when all terms are renegotiated. None of these leases includes contingent
rentals.

The total future minimum lease payments payable under non-cancellable operating leases
are as follows:

&£ E Group $R77 Bank
2004 2003 2004 2003
—EUTR Within one year 163 169 163 169
—FULtERE Between one and five years 130 161 129 160
293 330 292 329

36. ERRKEF

() REFBMBRFHE
FEEREZBREFMEBFEE - &
TEABAREBLERITRENEEFEE
[HSBDBS! - MEXKBEEAD Z N\ TIE
8- EmEs s ABERITRE
ETEITHSBPS] R IB £ SFITHE RMNEST
EE[HSBNTBS] - BEMITRENZE
FEFBER-NAANENA —BTE
EHRE  MEERITRETEIRESE
RIOBERRERES AR —ANREF
tZA=ZT-BRTERHRE -

PG BIRAREE REESRTENE
BRIETE  BEATE  HEEHSXR
REHZEEDR®BE - AFERESE
RBE BEREMEERMT - &
H-RAREEERZEREESTZA=
+—B#ET  HREREWERFELZA
ERR(BR)BERAAZEERST (&
BRENMBEELEREE) KR
Projected Unit Credit Method {4 1& ° it
SREMNBEFHENREECEESE
FNERLEERERFEREERR
BRZEFRESRAT -
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36. Employee retirement benefits
(a) Defined benefit schemes

The Group operates three defined benefit schemes, the Hang Seng Bank Limited Defined
Benefit Scheme (HSBDBS) which is the principal scheme which covers about 80% of the
Group's employees and two other schemes, the Hang Seng Bank Limited Pension Scheme
(HSBPS) and the Hang Seng Bank Limited Non-contributory Terminal Benetits Scheme
(HSBNTBS). HSBDBS was closed since 1 April 1999 and HSBPS and HSBNTBS were closed
since 31 December 1986.

These schemes are funded defined benefit schemes and are administered by trustees
with assets held separately from those of the Group. The Group makes contributions to
these schemes in accordance with the recommendation of qualified actuary based on
annual actuarial valuations. The latest annual actuarial valuations at 31 December 2004
was performed by E Chiu, fellow of the Society of Actuaries of the United States of
America, of HSBC Life (international) Ltd, a fellow subsidiary company of the Bank,
using the Projected Unit Credit Method. The amounts recognised in the balance sheet at
year-end and retirement benefits costs recognised in the profit and loss account for the
year in respect of these defined benefit schemes are set out below.
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36. Employee retirement benefits (continued)

(a) Defined benefit schemes (continued)

(i) The amounts recognised in the balance sheets are as follows:

—BEmE 2004
EERET
Group and Bank
B£8R 1B A ERTT
REF 8 48R T R
B RETH ExEs
HSBDBS HSBPS HSBNTBS
ERELASVERNBENRE Present value of funded obligations 3,663 182 4
HBIESVEAELTERE Fair value of scheme assets (3,737 (220) (32)
KER 2 EBEEE Net unrecognised actuarial losses (92) (7) -
REERBERARAZEESRE Net asset recognised in the balance sheet (166) (45) (28)
HEESEEHENEE X Obligations covered by plan assets (%) 102 121 800
—EBE=F 2003
EERRT
Group and Bank
B ERIT B
REME BAERTY O IR R
BREH REH EREs
HSBDBS HSBPS HSBNTBS
FREESCENEBENRE Present value of funded obligations 3,072 182 4
FHEESZEEATEE Fair value of scheme assets (3,324) (219 (32)
RERZFEERT Net unrecognised actuarial gains 215 - -
REEBEBERABRAZEERE Net asset recognised in the balance sheet {37) (37) (28)
HEESAENBEMARILE Obligations covered by plan assets (%) 108 120 800

EERITRENRBITEEEREE
CPERERLFIBTZEBRELTE
ERENY—GBLTHEER(ZZR
ZoRE-ERT-BEBR - BER
TREMBEELRABRBRRTETZ
FRE(CERZ BB -

The scheme assets of HSBDBS included ordinary shares issued by HSBC Holdings plc
with a fair value of HK$174 million (2003: HK$151 million). The scheme assets of HSBPS
did not include any certificates of deposit issued by the Bank at 31 December 2004
(2003: HK$2 million).

(DIREERBERAERZEEEE

(ii) Movements in the net assets recognised in the balance sheets are as follows:

28mT
—EBNE 2004
EWERTT
Group and Bank

BARTT EERIT

REFZ BERIT TER K

EFEs RETE BEES

HSBDBS HSBPS HSBNTBS
—HA—B&&% At 1 January 37 (37) (28)
FARMEK Contributions paid (276) (9) -
RIBELERNERZEFXIE Net expense recognised in the profit

and loss account 147 q -

R+ _A=+—BZAESE Net asset at 31 December (166) (45) (28)
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36. Employee retirement benefits (continued)

{a) Defined benefit schemes (continued)

N W

—EE=F 2003
E@ERBRT
Group and Bank
B RTT EARTT
AEFZE BT FARK
EFEE REFEH EREe
HSBDBS HSBPS HSBNTBS
—FE—R#&s At 1 January (15) (29) (28)
FRER Contributions paid (186) (9) -
RIBEFEERANBRZFRH Net expense recognised in the profit
and loss account 164 1 -
R+-_BE=+—-B2BEFE Net asset at 31 December (37) (37) (28)
()R BELEEXRRAERZFZ L (iii) Net expense recognised in the profit and loss account is as follows:
wmT
—EENE 2004
]
Group
1BERIT BAERTT
AT BAERT EOERK
BHRETE REFTE e
HSBDBS HSBPS HSBNTBS
EHRBN A Current service cost 178 1 -
RSN N Interest cost 170 10 -
R E B8 Expected return on scheme assets (201) (10) -
REFEFAZD (7)) Net expense for the year (note 5(d)) 147 1 -
ERRELDHR Actual return on scheme assets 284 8 -
ZET=F 2003
=@
Group
BERTT BEHRTT
AERE fBAST BOERK
BFETE REE ERES
HSBDBS HSBPS HSBNTBS
REARIB A A Current service cost 174 1 -
FERA Interest cost 162 9 -
TEEJIRE @ 7R Expected return on scheme assets (172) (9) -
RFEFEZH (ST Net expense for the year (note 5(d)) 164 1 -
ERBEER Actual return on scheme assets 439 15 -
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36. Employee retirement benefits (continued)
(a) Defined benefit schemes (continued)

(iv) The principal actuarial assumptions used as at 31 December 2004 (expressed as
weighted averages) are as follows:

—_EZTmg 2004
EERRT
Group and Bank
fBERIT BERTT
RERE tEERIT AR IR
Brstsl REH ERES
HSBDBS HSBPS HSBNTBS
% % %
BRIR & Discount rate 4.0 5.0 5.0
BEIREmE= Expected rate of return on scheme assets 6.0 4.5 2.0
SR Expected rate of salary increases 3.0 3.0 3.0
FEEIREREE R Expected rate of pension increases - 3.0 -
—EEF=F 2003
EERFT
Group and Bank
BAERT EERIT
AERE BERTT EOERIK
B RET ERES
HSBDBS HSBPS HSBNTBS
% % %
BRIR & Discount rate 5.5 55 5.5
EHIRERRE Expected rate of return on scheme assets 6.0 4.5 2.0
EEHoRER Expected rate of salary increases 45 4.5 4.5
TEHARERIEER Expected rate of pension increases - 3.0 -
(Z) KIS BAF (b) Defined contribution schemes

—NMANFBRE—BERUERBIES
BNz EEENEAELEES
BEAMERBRRENGE - b £E
TRE-—BEMLESENEE - 25l
BEERTHEFE (—NNRE+Z
A=+—H%&ETEZHFRE)  BER
Bﬁﬁﬁﬁ’_\ﬂﬁﬁéﬁﬁﬁgﬂ&’ﬁiﬁﬁ
(Ewﬁ)ﬁ[ﬁ NESEFEHE - &

TEAERER _17]'?!1 BAEERE %
%'l“i BeitallaEel  WYREER

SRIM LB EOIRZER - HEE
7‘1’@ NESRFETBIME -

BREBOESENE (BE%REEHED
BRZHRCNEREERTEMT

The principal defined contribution scheme for Group employees joining on or after 1
April 1999 is the HSBC Group Hong Kong Local Staff Defined Contribution Scheme. The
Group also operates three other defined contribution schemes, the Hang Seng Bank
Provident Fund Scheme which was closed since 31 December 1986, the Hang Seng
Insurance Company Limited Employees’ Provident Fund and the Hang Seng Bank
(Bahamas) Limited Defined Contribution Scheme for employees of the respective
subsidiaries. The Bank and relevant Group entities also participated in mandatory
provident fund schemes (MPF schemes) registered under the Hong Kong Mandatory
Provident Fund Ordinance, which are also defined contribution schemes.

Contributions made in accordance with the relevant scheme rules to these defined
contribution schemes (including MPF schemes) are charged to the profit and loss account
as below:

2004 2003

FAXECIE 5(T))

Charge for the year (note 5(d)) 21 18

ZBREFEER Annual Report 2004 | ] 93




AR TS T Rl A/

37. BN 2 BB
FRESE-ERESCSEREURE
EEEERERAFTMN Z RO BME
B DRI AREELRRESE K
AE/EBBEARETERER R
DI - WS B BERERBRET
EEEHTHITOT -
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37. Stock-based compensation

The Group participated in three share compensation plans operated by the HSBC Group
for acquiring of HSBC Holdings plc shares. They are the Savings-Related Share Option
Plan, Executive/Group Share Option Plan and Restricted Share Plan. Analysis of the
movement in the number of share options and exercise price of these plans is set out
below.

(a) Savings-Related Share Option Plan

The Savings-Related Share Option Plan invite eligible employees to enter into savings
contracts to save Hong Kong dollar equivalent of up to £250 per month, with the option
to use the savings to acquire shares. The options are exercisable within six months
following either the third or the fifth anniversary of the commencement of the savings
contract depending on conditions set at grant. The exercise price is at a 20% discount
to the market value at the date of grant. No compensation cost is recognised.

(i) Movements in the number of share options held by employees are as follows:

2004 2003

RH kg

Number Number

(‘000) (*000)

Hn—A—8 At 1 January 8,098 7,854

TEERL Granted in the year 2,024 2,458

BEEITHE Exercised in the year (4,133) (23)

B NEEER Less: Lapsed in the year (318) (2,197)

BR+=-ZA=+-—8 At 31 December 5,671 8,098
RTZAE+—-BRETERHE Options vested at

R 31 December 12 -

S)YERBEREZ ARBFIINOT ¢

(ii) Details of share options granted during the year, all of which were granted for nil
consideration :

2004 2003

T1EE R g4

a Exercise price Number Number
TT{E R Exercise period £ ('000) ('000)
20058 A 1THE20065F 15318 1 Aug 2005 to 31 Jan 2006 £.32 1 -
2006F8R1HZE20071 7318 1 Aug 2006 to 31 Jan 2007 5.35 - 2,093
20078 A1HZE2008%1A31H 1 Aug 2007 to 31 Jan 2008 6.47 1,569 -
2008F8H 1B =2009F1A31H 1 Aug 2008 to 31 Jan 2009 5.35 3 365
20098 1R E2010F1A831H 1 Aug 2009 to 31 Jan 2010 6.47 451 -
2,024 2,458
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37. Stock-based compensation (continued)
(a) Savings-Related Share Option Plan (continued)

(iii) Terms of share options at balance sheet date

2004 2003
TR B AR BY
Exercise price Number Number
718 80 Exercise period £ ('000) {('000)
20048 A 1HE2005F 18318 1 Aug 2004 to 31 Jan 2005 5.40 8 3,354
2004 8F1HZE2005% 18318 1 Aug 2004 to 31 Jan 2005 6.75 4 841
2005 8RF 1B E2006%F 18318 1 Aug 2005 to 31 Jan 2006 6.03 1,118 1,179
20058 A 1B E2006%F 178316 1 Aug 2005 to 31 Jan 2006 6.32 188 200
2006F8A1HE2007F 17318 1 Aug 2006 to 31 Jan 2007 6.75 98 102
200658 A1HE2007E1A318 1 Aug 2006 to 31 Jan 2007 5.35 1,919 2,032
20078 B 1A E2008F 18318 1 Aug 2007 to 31 Jan 2008 6.32 32 32
200748818 F2008F1A318 1 Aug 2007 to 31 Jan 2008 6.47 1,500 -
2008818 E2009F 18318 1 Aug 2008 to 31 Jan 2009 5.35 358 358
200948 H18=2010%1H31H 1 Aug 2008 to 31 Jan 2010 6.47 446 -
5,671 8,098

(M) FATEIRRESFINOT : (iv) Details of share options exercised during the year :
RBTE 2004 2003
1IfEE Proceeds B g4
Exercise price received Number Number
TE M Exercise period £ (in £'000) (‘000) ('000)
2003% 1A 1B E2003%128318 1 Jan 2003 to 31 Dec 2003 5.57 128 - 23
2004588 1HE2005F 18318 1 Aug 2004 to 31 Jan 2005 5.40 17,935 3,322 -
200458 A 1A E2005F1A318 1 Aug 2004 to 31 Jan 2005 6.75 5,475 811 -
4,133 23

(Z)YTRAR/EBE % B RES

ITRABBARDRESS GRREN—
ANNFR-ZETERL) REEE
RAREHB (BBRER_TT—F
AERE)  ZRERBERAHZEHE
B -BERRE 2 RBEABELBZE
B BREEZHETERT-RITER
HEZETERTRE  TEEEREE
BIFRRBENRT - ZEBIRY ZRRE

(b) Executive/Group Share Option Plan

Executive Share Option Plan (for options granted in 1999 and 2000) and Group Share
Cption Plan (for options granted in 2001 or after 2001) were issued by the HSBC Holdings
plc and awarded to high performing employees of the Group on a discretionary basis.
Options are granted at market value and are normally exercisable between the third and
tenth anniversaries of the date of grant, subject to vesting conditions. Exercise of the
options, is subject to the attainment of a corporate performance condition. No
compensation cost is recognised.
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37. Stock-based compensation (continued)

(b) Executive/Group Share Option Plan (continued)

(i) Movements in the number of share options held by employees are as follows:

2004 2003

R R &

Number Number

(‘000) (*000)

»—A—H At 1 January 5,239 5,019
NEFED Granted in the year 1,421 1,232
EEETE Exercised in the year (519) (936)
B NFEER Less: Lapsed in the year (206) (76)
R+=-ZA=+—8 At 31 December 5,935 5,239
W+ A=Z+—BEETERE 2 RIRE Options vested at 31 December 2,475 1,825

() FREERHZREESNDT

(ii) Details of share options granted during the year, all of which were granted for nil

consideration :

2004 2003
1TEE g4 ficdod
Exercise price Number Number
TR Exercise periad £ (°000) (*000)
199954 1R E 2006538318 1 Apr 1999 to 31 Mar 2006 3.33 9 -
2000 3F24R Z2007€E4 8234 24 Mar 2000 to 23 Apr 2007 5.02 8 -
2001E3H16B £2008%3815H 16 Mar 2001 to 15 Mar 2008 6.28 8 -
200238298 E2009% 3 A28H 29 Mar 2002 to 28 Mar 2009 6.38 30 -
2003%4H38Z2010%4H28 3 Apr 2003 to 2 Apr 2010 7.46 5 -
20045 4F23HE2011F4/22R 23 Apr 2004 to 22 Apr 2011 8.71 5 -
2005578 £2012% 5868 7 May 2005 to 6 May 2012 8.41 5 -
2006E5H28E2013%5R18 2 May 2006 to 1 May 2013 6.91 - 1,232
20075 4F30H =2017%4829H 30 Apr 2007 to 29 Apr 2017 8.28 1,351 -
1,421 1,232

(YR EER 7Rk (iii) Terms of share options at balance sheet date
2004 2003
TIRE B® AR 8L
Exercise price Number Number
17{% E8 RS Exercise period f (‘000) {"000)
19994818 =2006%E33318 1 Apr 1999 to 31 Mar 2006 3.33 9 -
200083 H24HE2007%F4A23H 24 Mar 2000 to 23 Apr 2007 5.02 8 -
200138 16B 22008538158 16 Mar 2001 to 15 Mar 2008 6.28 8 -
200238298 E2009F3H2808 29 Mar 2002 to 28 Mar 2008 6.38 765 1,012
2003438 E2010F4/828 3 Apr 2003 to 2 Apr 2010 7.46 652 813
2004F 48238 E 2011648221 23 Apr 2004 to 22 Apr 2011 8.71 1,033 1,137
2004F 8 A 308 E2011%E8H 298 30 Aug 2004 to 29 Aug 2011 8.23 - 4
20055 87HE2012F5H6H 7 May 2005 to 6 May 2012 8.41 1,012 1,058
20065828 E2013F5H18 2 May 2006 to 1 May 2013 6.91 1,156 1,215
2007EA4R30BE2017F4 8298 30 Apr 2007 t0 29 Apr 2017 8.28 1,292 -
5,935 5,239
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37. Stock-based compensation (continued)
(b) Executive/Group Share Option Plan (continued)

(iv) Details of share options exercised during the year :

RESH 2004 2003
TEE Proceeds R & AR %
Exercise price received Number Number
TT{EHAM Exercise period £ (in £°000) ("000) ('000)
200243 H29R E200953 /28R 29 Mar 2002 to 28 Mar 2009 6.38 4,332 - 679
200354 H3R8E201054R28 3 Apr 2003 to 2 Apr 2010 7.46 1,919 - 257
2002453 R29H8 E2009% 3288 29 Mar 2002 to 28 Mar 2009 6.38 1,781 279 -
2003F4 /38 FE201054A2A8 3 Apr 2003 to 2 Apr 2010 7.46 1,241 166 -
2004F4 8238 E2011F4 8228 23 Apr 2004 to 22 Apr 2011 8.71 623 71 -
2004F8A30RAE2011F8 /298 30 Aug 2004 to 29 Aug 2011 823 29 4 -
20055 A7HZE2012%5586H 7 May 2005 to 6 May 2012 8.41 4 1 -
521 936

(R) BRI (c) Restricted Share Plan

ARHBHAEE-ANNFREETR
R AR 1D 828 - TTEREREED
BEEAZRAE - AEEBREEARBRG
AR AR BB 2 KA ERBERAR
B 2 BB -

Conditional awards under the Restricted Share-Plan have been in operation since 1996.
Vesting criteria are based on attaining the HSBC Group targets. The cost of acquisition
of shares for conditional awards under this scheme is recognised as “Staff costs” in the
profit and loss account over the period the performance condition applied.

2004 2003

B B E

Number Number

(‘000) ('000)

»—R—8 At 1 January 379 276
E NG Additions during the year 152 128
B REFERY Less: Released in the year (72) (17
R AR ERE Less: Lapsed in the year - (8)
R+ZA=Z+—8H At 31 December 459 379
2004 2003

TEENESE Amounts charged to profit and loss account 2 1

BRHERGETE TRE S &R ZE
MBAZBEDZMEFOBABALE
N—HE(ZFTZF  AER—H
) R_EZRNFE+_A=+—-HE
EERERCABNZUTERNEGL
NRE(CEBTZF  N\BLNES) -

A —EENF+ A=+ —BBEEH
E|@ NEFEHIETESREAE %S
—E(ZEF=F  _FNF) -

The weighted average purchase price for shares purchased for conditional awards under
the Restricted Share Plan is £7.91 (2003: £6.51). The closing price of the HSBC Holdings
plc share at 31 December 2004 was £8.79 (2003: £8.78).

The weighted average remaining vesting period as at 31 December 2004 was 2.61 years
(2003: 2.40 years).
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38. BE B 38. Cross border claims

BREEAQEFRRUFENER R Cross border claims include receivables and loans and advances, balances due from banks
HREAEEHRBEFRE EB & and holdings of certificates of deposit, bills, promissory notes, commercial paper and
F BEFEBRNEMTEEEFIAR other negotiable debt instruments and also include accrued interest and overdue interest

BELREE ETFEEBHRAR on these assets. Claims are classified according to the location of the counterparties
B -BESEERBEIXIHFMEZN after taking into account the transfer of risk. For a claim guaranteed by a party situated
E FAREREBEEREMET - & in a country different from the counterparty, the risk will be transferred to the country

BEZERAFEMEERTZH TR of the guarantor. For a claim on the branch of a bank or other financial institution, the
EZHE - BRBEBEERAZFE risk will be transferred to the country where its head office is situated. Claims on individual
HE e EBRITHSREBEIITZE countries or areas, after risk transfer, amounting to 10% or more of the aggregate cross
- ERBRESEBEZRITNE RS border claims are shown as follows:

BZRIMEnE - BlER$EERE

B REREEREEREEARET S

ZTEA F 2 BEBEANNT

—BENE 2004
BERAEM
TR REHE
Banks Sovereign
& Other & Public
Financial Sector Hi =5
Institutions Entities Other Total
TEEEEEANTEAR Asia Pacific excluding
Hong Kong:
- BN - Australia 21,429 62 1,223 22,714
- Hftr - Other 26,222 1,530 5,432 33,184
47,651 1,592 6,655 55,898
=M The Americas:
=N ~ Canada 19,748 4,957 1,556 26,261
- Efb - Other 11,320 2,744 10,252 24,316
31,068 7,701 11,808 50,577
AR Western Europe:
- =EH — Germany 17,037 - 816 17,853
- BKE — United Kingdom 23,794 16 5,945 29,755
- Hfp ~ Other 59,889 2,063 4,895 66,847
100,720 2,079 11,656 114,455
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38. BEEE (F) 38. Crass border claims (continued)

—EE=F 2003
FEREM
TRBE NEHEE
Banks Sovereign
& Other & Public
Financial Sector Hib a5
Institutions Entities Other Total
TBREEEERNIRE Asia Pacific excluding
Hong Kong:
- BN ~ Australia 19,251 170 1,362 20,783
- Eit - Other 23,543 1,377 3,749 28,669
42,794 1,547 5,11 49,452
=M The Americas:
- MNEX — Canada 17,982 10,527 686 29,195
- Eft — Other 8,051 7,215 9,441 24,707
26,033 17,742 10,127 53,902
FER Western Europe:
- EE - Germany 20,417 863 371 21,651
- HE — United Kingdom 20,378 16 4,091 24,485
- B - Other 54,061 1,601 4,144 59,806
94,856 2,480 8,606 105,942
3. THAEER 39. Loans to officers
BERENTEMNEI6BEBEE - N7 Particulars of loans to officers of the Bank disclosed pursuant to section 161B of the
TRABEZRBELAMUT Hong Kong Companies Ordinance:
FREMER
w+r-—A=+—8 ZEBEEBER
EHRERZzRER Maximum
Aggregate amount of aggregate amount of
relevant loans outstanding  relevant loans outstanding
at 31 December during the year
2004 2003 2004 2003
HERITEL By the Bank 18 29 62 68
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40. Capital adequacy ratios

The Group's capital adequacy ratios adjusted for market risk at 31 December, calculated
in accordance with the guideline “Maintenance of Adequate Capital Against Market
Risk” issued by the Hong Kong Monetary Authority, are as follows:

2004 2003
RPEEBERLE Adjusted total capital ratio 12.0% 13.2%
BRABRE-—REFRLE Adjusted tier 1 capital ratio 10.8% 11.3%

BESTEBRITEEAMR=Z ZEAH
H REER+_A=T—BZELRR
REERE:

The Group’s capital adequacy ratios at 31 December, calculated in accordance with
the Third Schedule of the Hong Kong Banking Qrdinance, are as follows:

2004 2003
BERR Total capital ratio 12.1% 13.4%
FE—RERLE Tier 1 capital ratio 10.8% 11.5%

M. REESLERE
BESBETERANRT 2 L85
B AEEZE2FLHRHESHE
p=3

41. Liquidity ratio

The Group's average liquidity ratio for the year, calculated in accordance with the
Fourth Schedule of the Hong Kong Banking Ordinance, is as follows:

2004 2003

AITREGERTEBZZEMB LT

200 | 84473 Hang Seng Bank
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42. Material related-party transactions
(a) Immediate holding company and fellow subsidiary companies

In 2004, the Group entered into transactions with its immediate holding company and
fellow subsidiary companies in the ordinary course of its interbank activities including
the acceptance and placement of interbank deposits, correspondent banking transactions
and off-balance sheet transactions. The activities were priced at the relevant market
rates at the time of the transactions. The Group participated, in its ordinary course of
business, in certain structured finance deals arranged by its immediate holding company.

The Group used the T of, and shared an automated teller machine network with, its
immediate holding company and used certain processing services of a fellow subsidiary
on a cost recovery basis. The Group also maintained & staff retirement benefit scheme
for which a fellow subsidiary company acts as insurer and administrator and the Bank
acted as agent for the marketing of Mandatory Provident Fund products and the
distribution of retail investment funds for two fellow subsidiary companies. The premiums,
commissions and other fees on these transactions are determined on an ‘arm’s length’
basis.

The aggregate amount of income and expenses arising from these transactions during
the year, the balances of amounts due to and from the relevant related parties, and the

IZz@BENHSW|MT - total contract sum of off-balance sheet transactions at the year-end are as follows:
2FEREHEH Income and expenses for the year
£ Group

2004 2003
2 WA Interest income 84 195
FMBXH Interest expense 91 17
HEih g A Other operating income 126 244
EETH Operating expenses 657 618

Rt=-R=t-RE&&
HEBERCRLRBRAMBLRREH
EEREREEZENIMRME 18
(F/REBERLARASEZNBR
fll- MAHEERERNNEEZS
HEE FEZASSERRBNES
BZBAMENNNT

Balances at 31 December

Details of balances due from and due to the immediate holding company and fellow
subsidiary companies are set out in note 18 "Amounts due from/to immediate holding
company and fellow subsidiary companies” . Details of contract amount, credit equivalent
amount and risk-weighted amount of off-balance sheet transactions with
immediate holding company and fellow subsidiary companies are set out below:

£8 Group

54 Bl
HELH MESHR
BHEHE Credit Risk-
Contract equivalent weighted
amount amount amount
FMERERSH interest rate and exchange rate contracts:
—2BMmE 2004 34,622 485 97
—ET=F 2003 35,121 484 97
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42, Material related-party transactions (continued)
(b) Associated companies

The Group maintains an interest-free shareholders’ loan to an associated company. The
balance at 31 December 2004 was HK$233 million (2003: HK$229 million).

(c) Ultimate holding company

In 2004, no transaction was conducted with the Bank's ultimate holding company (same
as 2003).

(d) Key management personnel

In 2004, no material transaction was conducted with key management personnel of the
Bank and its holding companies and parties related to them (same as 2003).

43. Ultimate holding company

The ultimate holding company of the Bank is HSBC Holdings plc, which is incorporated
in England.

44. Approval of accounts

The accounts were approved and authorised for issue by the Board of Directors on 28
February 2005.




AUDITORS® REPORT TO THE SHAREHOLDERS OF HANG SENG BANK LIMITED
fincorporated in Hong Kong with limited liability)

We have audited the accounts on pages 117 to 202 which have been prepared in accordance with accounting principles
generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Hong Kong Companies Ordinance requires the Directors to prepare accounts which give a true and fair view. In preparing
accounts which give a true and fair view, it is fundamental that appropriate accounting policies are selected and applied
consistently, that judgements and estimates are made which are prudent and reasonable and that the reasons for any
significant departure from applicable accounting standards are stated.

It is our responsibility to form an independent opinion, based on our audit, on those accounts and to report our opinion
solely to you, as a body, in accordance with section 141 of the Hong Kong Companies Ordinance, and for no other purpose.
We do not assume responsibility towards or accept liability to any other person for the contents of this report.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong Institute of Certified
Public Accountants. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the accounts. It also includes an assessment of the significant estimates and judgements made by the Directors in the
preparation of the accounts, and of whether the accounting policies are appropriate to the circumstances of the Bank and
of the Group, consistently applied and adequately disclosed.

We planned and performed our audit 50 as to obtain all the information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance as to whether the accounts are free from material
misstatement. In forming our opinion, we also evaluated the overall adequacy of the presentation of information in the
accounts. We believe that our audit provides a reasonable basis for our opinion.

OPINION

in our apinion, the accounts give a true and fair view of the state of affairs of the Bank and of the Group as at 31 December
2004 and of the Group’s profit and cash flows for the year then ended and have been properly prepared in accordance with
the Hong Kong Companies Ordinance.

KPMG

Certified Public Accountants
Hong Kong, 28 February 2005
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BR= EREEAERATIEZRG
Shareholders Shares of HK$5 each
EEe AR e
H}ESL (B8) BESH
: CH8 Percentage Number in Percentage
“EENF+-_A=+—8 At 31 December 2004 Number of total millions of total
BERE Number of shares held

1-500 1-500 5,982 30.89 1.4 0.08
501 - 2,000 501 - 2,000 6,339 32.74 7.7 0.40
2,001 - 5,000 2,001 - 5,000 3,382 17.47 1.5 0.60
5,001 - 20,000 5,001 - 20,000 2,743 14.17 28.1 1.47
20,001 - 50,000 20,001 - 50,000 576 2.99 17.8 0.93
50,001 - 100,000 50,001 - 100,000 171 0.88 12.5 0.65
100,001 - 200,000 100,001 — 200,000 89 0.46 12.8 0.67
#231B 200,000 Over 200,000 78 0.40 1,820.0 95.20
19,360 100.00 1,911.8 100.00

HED M Geographical Distribution
B Hong Kong 18,950 97.88 1,908.6 99.83
BoRAE Malaysia 89 0.46 0.7 0.04
20 Singapore 54 0.28 1.1 0.06
SEFS Macau 43 0.22 0.2 0.01
=N Canada 63 0.33 0.3 0.02
5 United Kingdom 45 0.23 0.1 0.00
E&H United States of America 49 0.25 0.3 0.02
BN Australia 40 0.21 0.3 0.01
HAp @ Others 27 0.14 0.2 0.0
19,360 100.00 1,911.8 100.00
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Beautiful Fountain Investment Company Limited
TEREBR LB XS LB ERT)
HMETLXABR AT
FHREEERAT

EBEAMERAF
EBEZEEERA)ERRQA
BERT (BBRE)ERAF
BERITEFLERAF
EHRITEL(ERS) SRAT
BERITETEBRERQF
EESEERAF
BAREERLDE
BEEFER(BIEE) FR AT
EEERAEERADT
EEXEARRBER LG
BEFBERRAT
BEFK(ERE) BRAQG
BEFEEMNBRL T
BEHFEFRAT
EERBBR QA

BERE (BBRE)BRQF
BEREEEERAT
BEREMRBBR R T
BEARRBERA T
BEMHREBA)AERAT
EEMEEEER DA
BEEREEEER LT
BEEFBERAF
BIEMBR DG (RES 855
BEBRRERERD (%S S 858%)
BEREERQE

Hayden Lake Limited
SRREFRAE
BEBREBR QT
EEREER DA

Imenson Limited
LEEREBR A
KFEESBRLA

Silver Jubilee Limited
LEREER AT
BEHERBMLRAF
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Bankers Alliance Insurance Company Limited
Beautiful Fountain Investment Company Limited
Cheer Free Investments Limited (n members' votuntary liquidation)
Fulcher Enterprises Company Limited

Full Wealth Investment Limited

Hang Che Lee Company, Limited

Hang Seng Asset Management Pte Ltd

Hang Seng Bank (Bahamas) Limited

Hang Seng Bank (Trustee) Limited

Hang Seng Bank Trustee (Bahamas) Limited
Hang Seng Bank Trustee International Limited
Hang Seng Bullion Company Limited

Hang Seng Credit Limited

Hang Seng Credit (Bahamas) Limited

Hang Seng Credit Card Limited

Hang Seng Data Services Limited

Hang Seng Finance Limited

Hang Seng Finance (Bahamas) Limited

Hang Seng Financial Information Limited
Hang Seng Futures Limited

Hang Seng Insurance Company Limited

Hang Seng Insurance (Bahamas) Limited
Hang Seng Investment Management Limited
Hang Seng Investment Services Limited

Hang Seng Life Limited

Hang Seng (Nominee) Limited

Hang Seng Real Estate Management Limited
Hang Seng Security Management Limited
Hang Seng Securities Limited

Hang Shun Lee Company, Limited (in members’ voluntary liquidation)
Haseba International Management Limited (n members’ voluntary liquidation)

Haseba investment Company Limited
Hayden Lake Limited

High Time Investments Limited

HSI International Limited

HSI Services Limited

Imenson Limited

Mightyway Investments Limited
Perpetual Publicity Limited

Silver Jubilee Limited

Wide Cheer Investment Limited

Yan Nin Development Company Limited
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CORPORATE INFORMATION

Honorary Senior Advisor to the Bank
The Honourable Lee Quo-Wei GBM, JP

Board of Directors

Chairman
D G Eldon GBS, JP

Vice-Chairman
Vincent H C Cheng 08¢, JP

Directors
John C C Chan GBs, JP

Y T Cheng DPMS, DBA(Hon), LLD{Hon), DSSc(Hon)
Marvin K T Cheung DBA(Hon), SBS, OBE, JP
S J Glass

Jenkin Hui

Peter T C Lee Jp

Eric K C Li FCPA(Practising), GBS, OBE, IP
Vincent H S Lo GBS, JP

W K Mok FCCa, CPA, ACIS, ACIB
Raymond C F Or Jp

Joseph C Y Poon

David W K Sin DSSc(Hon)

Richard Y S Tang MBA, 8BS, JP

Secretary
K W Ma FCCA, FCIS, CPA, ACIB, MHKSI
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{continued)
TMBREER REGISTERED OFFICE
EAREEER N+ =5 83 Des Voeux Road Central, Hong Kong
TiE 0 (852)2198 1111 Telephone: (852) 2198 1111
Bl 3 {EE : (852) 2868 4047 Facsimile: (852) 2868 4047
BEHESR - 73311 73323 Telex: 73311 73323
RIREIBBEEN - HASE HK HH SWIFT: HASE HK HH
4L : htto//www.hangseng.com Website: http://www.hangseng.com
BRBERRLE REGISTRARS
BEEDRBELLBEAT Computershare Hong Kong Investor Services Limited
EEEBHTERABE—N\=% Hopewell Centre, 46th Floor
ERF LM+ IIE 183 Queen’s Road East, Wanchai, Hong Kong
EFEEAREHEEE DEPOSITARY’
The Bank of New York (4} #1$81T) The Bank of New York
American Depositary Receipts American Depositary Receipts
101 Barclay Street, 22W 101 Barclay Street, 22W
New York NY 10286 New York NY 10286
USA USA
#ak ¢ htp/Awww.adrbny.com Website: http://www. adrbny.com
B E : shareowners@bankofny.com Email: shareowners@bankofny.com
TS5 0 1-610-382-7836 Telephone: 1-610-382-7836
BB AR BEELE  1-888-269-2377 Toll free: 1-888-269-2377

AT EBBARTEERNE S E RS —BE * The Bank offers investors in the United States a Sponsored Level-1 American
FRMERESLE ST - Depositary Receipts Programme through The Bank of New York.
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CALENDAR

2004 Fuil Year Resuits
Announcement date 28 February 2005

2004 Fourth [nterim Dividend”
Announcement date 28 February 2005

16 March 2005
24 March 2005

Book close date

Payment date

2004 Annual Report
posted to shareholders in late March 2005

Annual General Meeting
to be held on 21 April 2005

2005 Half Year Results
Announcement date 1 August 2005

2005 Interim Report
posted to shareholders in late August 2005

Proposed dates for 2005:

2005 First Interim Dividend
Announcement date 3 May 2005

Book close date 30 May 2005
Payment date 7 June 2005

* The Register of Shareholders of the Bank will be closed on Wednesday, 16 March

BEROBFPELTFE AEREFFELNRHRER
2 ROBFPXHERBHEERE AN ZTTD
FZATHEA(EHD) TFUBRUR - BEFE
BFERRKER-NZHREAFL+EE-L—=
E—L—RE AIRNBLETEPREFED
BROF WEBFFE - FELPHRRSSRT
EFRF-ATEB(EHERB T _EFTLF
ZATHRBERDIEERREMABREZRE -

2005, during which no transfer of shares can be registered. To qualify for the fourth
interim dividend, all transfers, accompanied by the relevant share certificates, must
be lodged with the Bank’s Registrars, Computershare Hong Kong Investor Services
Limited, Shops 1712-1716, 17th Floor, Hopeweil Centre, 183 Queen's Road East,
Wanchai, Hong Kong, for registration not later than 4:00 pm on Tuesday, 15 March
2005. The fourth interim dividend will be payable on Thursday, 24 March 2005 to
shareholders on the Register of Shareholders of the Bank on Wednesday, 16 March
2005,
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[continued)

2005 Second Interim Dividend
Announcement date 1 August 2005

Book close date 24 August 2005
Payment date 1 September 2005

2005 Third interim Dividend
Announcement date 7 November 2005

Book close date 21 December 2005
Payment date 4 January 2006

2005 Full Year Resuits
Announcement date 6 March 2006

2005 Fourth Interim Dividend
Announcement date 6 March 2006

Book close date 21 March 2006
Payment date 31 March 2006
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THIS CIRCULAR IS [IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action you should take,

you should consult your stockbroker or other registered dealer in securities, a bank
manager, solicitor, professional accountant or other professional adviser.

If you have sold all your shares in Hang Seng Bank Limited, you should at once hand this

circular to the purchaser or to the bank, stockbroker or other agent through whom the
sale was effected for transmission to the purchaser.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this
circular, makes no representation as to its accuracy or completeness and expressly

disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon

the whole or any part of the contents of this circular.
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PROPOSALS RELATING TO GENERAL MANDATES -
TO ISSUE SHARES AND TO REPURCHASE SHARES
AND
AMENDMENTS TO ARTICLES OF ASSOCIATION
AND

NOTICE OF ANNUAL GENERAL MEETING

Hang Seng Bank Limited

(Incorporated in Hong Kong with limited liability)
(Stock Code: 11)

The notice convening an Annual General Meeting of Hang Seng Bank Limited (the
“Bank”) to be held on Thursday, 21 April 2005 at 3:30 pm, at which, among others, the
proposals relating to general mandates to issue shares and repurchase shares of the Bank

and amendments to be made to the Articles of Association of the Bank will be considered,
is set out on pages 12 to 24 of this circular.

The action to be taken by shareholders is set out on page 5 of this circular. Whether or not
you propose to attend the Annual General Meeting you are requested to complete and
return the form of proxy as instructed as soon as possible and in any event not less than
48 hours before the time appointed for holding the Annual General Meeting.

18 March 2005

Member HSBC Group



HANG SENG BANK LIMITED

(Incorporated in Hong Kong with limited liability)

Directors: Registered Office:
Mr D G Eldon GBS, I, Chairman* 83 Des Voeux Road Central
Mr Vincent H C Cheng OBE, JP, Vice-Chairman Hong Kong

Mr John C C Chan GBS, Jp*

Dr Y T Cheng DPMS, DBA(Hon), LLD(Hon), DSSc(Hon)*
Dr Marvin K T Cheung DBA(Hon), $BS, OBE, JP*
Mr S J Glass*

Mr Jenkin Hui*

Mr Peter T C Lee JpP*

Dr Eric K C Li FCPA (Practising), GBS, OBE, JP*
Dr Vincent H S Lo Gss, Jp*

Mr W K Mok FCCA, CPA, ACIS, ACIB

Mr Raymond C F Or Jp*

Mr Joseph C Y Poon

Dr David W K Sin DSSc(Hon)*

Mr Richard Y S Tang MBA, BBS, JP*

* Independent non-executive Directors
¥ Non-executive Directors

18 March 2005
To the Shareholders

Dear Sir or Madam

PROPOSALS RELATING TO GENERAL MANDATES
TO ISSUE SHARES AND TO REPURCHASE SHARES
AND
AMENDMENTS TO ARTICLES OF ASSOCIATION
AND
NOTICE OF ANNUAL GENERAL MEETING

INTRODUCTION

The purpose of this circular is to seek your approval of proposals to grant general
mandates to issue shares and to repurchase shares and to amend the Articles of
Association of the Bank and to provide you with information in connection with such
proposals. Your approval wiil be sought at the Annual General Meeting of the Bank to be
held on 21 April 2005.

GENERAL MANDATES TO ISSUE SHARES AND TO REPURCHASE SHARES

At the Annual General Meeting of the Bank held on 22 April 2004, ordinary resolutions
were passed giving general mandates to the Directors (i) to repurchase shares of the Bank
on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) of up to 10 per cent
of the aggregate nominal amount of the issued share capital of the Bank as at 22 April
2004; and (ii) to allot, issue and otherwise deal with additional shares up to a limit equal
to, where the shares are to be allotted wholly for cash, 5 per cent and in any event 20 per



cent of the aggregate nominal amount of the shares of the Bank in issue as at 22 April
2004. The purpose of the general mandate to issue shares was to enable the Directors to
issue additional shares should the need arise. No shares have been repurchased and no
shares have been allotted, issued or otherwise dealt with pursuant to these mandates. The
Directors have no present intention to exercise the general mandates to issue shares and
to repurchase shares of the Bank.

Under the terms of the Companies Ordinance (Cap 32) (the “Companies Ordinance”) and
the Rules Governing the Listing of Securities on the Stock Exchange (the “Listing Rules"”),
these general mandates will lapse upon the conclusion of the forthcoming Annual
General Meeting of the Bank to be held on 21 April 2005, unless renewed at that meeting.
To keep in line with current corporate practice, resolutions will be proposed to renew
these mandates and the explanatory statement giving certain information regarding the
repurchase resolution as required under the Listing Rules is set out in Appendix | to this
circular.

AMENDMENTS TO ARTICLES OF ASSOCIATION
The Directors propose to amend the Articles of Association of the Bank in the light of:

(i) the various changes brought about by the Securities and Futures Ordinance which
came into effect on 1 April 2003, the Companies (Amendment) Ordinance 2003 which
came into effect on 13 February 2004, and the amendments to Appendix 3 of the
Listing Rules which came into effect on 31 March 2004;

(ii) the various provisions in the Code on Corporate Governance Practices contained in
Appendix 14 to the Listing Rules which came into effect on 1 January 2005 (*Code”);
and

(iii) the practice of the HSBC group of companies to which the Bank belongs (“Group
Practice”).

A special resolution setting out the amendments to the Articles of Association of the Bank
is proposed under Agenda item No. 5. The background to the proposed amendments is set
out below:

(a) Article 11 To change the period within which share certificates should be
issued after allotment or lodgement of a transfer from two
months to ten business days, in conformity with the relevant
provision in the Companies (Amendment) Ordinance 2003.

{(b) Article 27 To specify various circumstances under which the Board may
refuse to register a share transfer, in line with Group Practice.

(c) Article 60 To reduce the time within which the presence of a quorum for
holding a general meeting shall be determined from half an hour
to fifteen minutes, in line with Group Practice.

(d) Article 69 To reflect the restrictions on voting by the shareholders, in
conformity with the amended Appendix 3 to the Listing Rules.




(e)

(f)

(9)

(h)

(i)

(0

(k)

(1)

(m)

(n)

(o)

Article 80

Article 86

Article 95

Article 100

Article 104

Article 114

Article 118A

Article 120

Article 136

Article 138

Article 139A

To reflect the change in the reference from the Securities and
Futures (Clearing House) Ordinance which has been repealed as
from 1 April 2003, to the Securities and Futures Ordinance.

To reflect the restrictions on voting by the Directors and the
counting of the quorum present at the Board meeting in respect
of any resolution approving any contract or arrangement in which
a Director or any of his associates has a material interest, in
conformity with the amended Appendix 3 of the Listing Rules.

To provide that Managing Directors shall be appointed by the
Board instead of by shareholders, in accordance with market
practice, and that Managing Directors shall be subject to the same
provisions as to rotation, resignation and removal as the other
Directors, in accordance with the Code.

To provide that every Director shall be subject to retirement by
rotation at least once every three years, in accordance with the
Code and in line with Group Practice.

To provide for the period during which notice may be given by a
person other than a Director to propose a person for election as a
Director and during which notice is also given by such person of
his willingness to be elected, in conformity with the amended
Appendix 3 of the Listing Rules.

To amend the quorum requirement for Board meetings to a
minimum of three directors, unless otherwise determined by the
Board, and to remove the requirement for four Managing
Directors to form a quorum, in line with Group Practice.

To provide for the participation of meetings of the Board or its
committee by conference telephone or similar form of
communication equipment, in line with Group Practice and the
Code.

To remove the provision to remunerate members of a committee
of the Board subject to the consent of the shareholders in general
meeting. Any special duties or service given by them outside their
ordinary duties as directors will be remunerated according to
Article 83, in line with Group Practice.

To expressly provide flexibility of paying dividends by other
methods such as direct debit, autopay or bank transfer, in line
with Group Practice.

To provide for the treatment of unclaimed dividends, in
conformity with the amended Appendix 3 of the Listing Rules and
in line with Group Practice.

To provide for the power of the Bank to sell the shares of the
untraced members, in conformity with the amended Appendix 3
of the Listing Rules and in line with Group Practice.




(p) Article 140A To expressly provide for the fixing of record dates for various
purposes, in line with Group Practice.

(q) Article 151 To enable the Bank to purchase liability insurance for Directors,
Auditors and other Officers, in conformity with the relevant
provision in the Companies (Amendment) Ordinance 2003 and in
line with Group Practice.

(r) Article 154 To provide for the appointment of representatives in Hong Kong
by shareholders residing outside Hong Kong in the event of a
voluntary winding-up of the Bank, in line with Group Practice.

ELECTION OF DIRECTORS

At the Annual General Meeting of the Bank to be held on 21 April 2005, Mr John C C Chan,
Dr Y T Cheng and Dr Vincent H S Lo will retire as Directors by rotation and, being eligible,
offer themselves for re-election in accordance with Articles 100 to 102 of the Bank’s
Articles of Association.

Dr Marvin KT Cheung and Mr Joseph CY Poon were appointed Directors of the Bank with
effect from 25 May 2004 and 7 December 2004 respectively. Both of them retire under
Article 106 of the Bank’s Articles of Association and, being eligible, offer themselves for
re-election.

Particuiars of Mr John C C Chan, Dr Y T Cheng, Dr Vincent H S Lo, Dr Marvin K T Cheung
and Mr Joseph C Y Poon are set out in Appendix Il to this circular.

REMUNERATION OF DIRECTORS AND MEMBERS OF AUDIT COMMITTEE

The current scale of the Directors’ fees of the Bank, which is Chairman (HK$135,000 per
annum), Vice-Chairman (HK$100,000 per annum) and other Directors (HK$80,000 per
annum), was recommended by the Board of Directors and approved by the shareholders
at the Annual General Meeting of the Bank held on 19 April 1995. Since then, no changes
have been made to the Directors’ fees.

Having regard to the recent developments in corporate governance and reporting
obligations, and the expansion of the Bank’s business, which continue to increase the
commitment required of the Directors and Members of Audit Committee of the Bank, a
resolution will be proposed under Agenda item No. 3 to:

(a) increase the fees of the Chairman, Vice-Chairman and each of the Directors to
HK$200,000 per annum, HK$150,000 per annum and HK$125,000 per annum

respectively; and

(b) fix the fees of the Chairman and each of the Members of the Audit Committee of the
Bank at HK$100,000 per annum and HK$70,000 per annum respectively,

in each case, with effect from 1 January 2005.




PROCEDURES TO DEMAND A POLL AT THE ANNUAL GENERAL MEETING

As a good corporate governance practice, the Chairman intends to demand a poll on each
of the resolutions set out in the notice of the Annual General Meeting to be held on 21
April 2005.

In accordance with Article 63 of the Bank’s Articles of Association, every resolution put to
the vote of the Meeting shall be decided on a show of hands, unless before or upon the
declaration of the result of the show of hands, a poll is demanded by:

(i) the Chairman; or

(ii) at least two shareholders present in person or by proxy for the time being entitled
to vote at the Meeting; or

(iii) a shareholder or shareholders representing not fess than 10 per cent of the total
voting rights of all the shareholders having the right to vote at the Meeting; or

(iv) a shareholder or shareholders holding shares conferring a right to vote at the
Meeting being shares on which an aggregate sum has been paid up equal to not less
than 10 per cent of the total sum paid up on all the shares conferring that right.

In accordance with Article 64 of the Bank’s Articles of Association, if a poll be demanded
in manner aforesaid, it shall be taken at such time and place, and in such manner, as the
Chairman shall direct (including the use of ballot or voting papers or tickets), and the
result of the poll shall be deemed to be the resolution of the Meeting at which the poll
was demanded.

ACTION TO BE TAKEN

A notice of the Annual General Meeting of the Bank for 2005 is set out on pages 12 to 24
of this circular. At the Annual General Meeting, ordinary resolutions, among others, will
be proposed to:

(a) grant the Directors a general mandate to allot, issue and deal with additional shares
up to an aggregate nominal amount not exceeding 20 per cent of the aggregate
nominal amount of the issued share capital of the Bank as at the date of the
resolution provided that the additional shares to be allotted by the Directors
pursuant to this mandate wholly for cash shall not in aggregate exceed 5 per cent of
the issued share capital; and

(b) grant the Directors a general mandate to repurchase on the Stock Exchange shares
representing up to 10 per cent of the aggregate nominal amount of the issued share
capital of the Bank as at the date of the resolution (the “Repurchase Mandate”).

In addition, a special resolution will be proposed to amend the Articles of Association of
the Bank for the purposes as stated in the paragraph headed "Amendments to Articles of
Association” above.

Enclosed with the Annual Report and Accounts for the year ended 31 December 2004 is
a form of proxy for use at the Annual General Meeting. Whether or not you intend to
attend the Annual General Meeting, you are requested to complete the form of proxy and
return it to the Legal and Company Secretarial Services Department, Hang Seng Bank
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Limited, at 83 Des Voeux Road Central, Hong Kong so as to be received not less than 48
hours before the time appointed for holding of the Annual General Meeting. The return
of a form of proxy will not preclude a shareholder from attending and voting in person.

RECOMMENDATION

The Directors believe that the proposed general mandate to issue shares of the Bank and
the Repurchése Mandate, the proposed amendments to the Articles of Association of the
Bank, re-election of the retiring Directors and remuneration of the Directors and
Members of the Audit Committee are in the best interests of the Bank as well as its
shareholders. Accordingly, the Directors recommend that all shareholders vote in favour
of the resolutions to be proposed at the Annual General Meeting.

Yours faithfully

foo

=

David Eldon
Chairman




APPENDIX | EXPLANATORY STATEMENT

This Appendix serves as an explanatory statement, as required by the Listing Rules, and
also a memorandum of the terms of a proposed purchase, as required by section
49BA(3)(b) of the Companies Ordinance, to provide information to you with regard to the
Repurchase Mandate.

1. SHARE CAPITAL

As at 17 March 2005 (the latest practicable date prior to the printing of this circutlar),
the issued share capital of the Bank comprised 1,911,842,736 shares of HK$5 each
(the “Shares”). Subject to the passing of the necessary ordinary resolution and on the
basis that no further Shares are issued or repurchased prior to the Annual General
Meeting, exercise in full of the Repurchase Mandate could accordingly result in up to
191,184,273 Shares being repurchased by the Bank during the course of the period
prior to the next annual general meeting to be held in 2006.

2. REASONS FOR REPURCHASES

The Directors believe that it is in the best interests of the Bank and its shareholders
to have a general authority from shareholders to enable the Directors to repurchase
Shares in the market. Such repurchases may, depending on market conditions and
funding arrangements at the time, lead to an enhancement of the net asset value of
the Bank and/or net assets per Share and/or its earnings per Share and will only be
made when the Directors believe that such repurchases will benefit the Bank and its
shareholders.

3. FUNDING OF REPURCHASES

Repurchases of Shares will be funded entirely from the Bank’s available cash flow or
working capital facilities, and will, in any event, be made out of funds legally
available for the purchase in accordance with the Memorandum and Articles of
Association of the Bank and the applicable laws of Hong Kong.

The Directors do not propose to exercise the Repurchase Mandate to such an extent
as would, in the circumstances, have a material adverse effect on the working capital
requirements of the Bank or the gearing levels which in the opinion of the Directors
are from time to time appropriate for the Bank. However, there might be a material
adverse effect on the working capital requirements or gearing levels of the Bank (as
compared with the position disciosed in the audited accounts contained in the
Annual Report for the year ended 31 December 2004) in the event that the
Repurchase Mandate is exercised in full at any time.

4. GENERAL

None of the Directors or, to the best of their knowledge having made all reasonable
enquiries, any of their associates, have any present intention to sell any Shares to the
Bank if the Repurchase Mandate is approved by shareholders.

The Directors have undertaken to the Stock Exchange that, so far as the same may be

applicable, they will only exercise the Repurchase Mandate in accordance with the
Listing Rules and the applicable laws of Hong Kong.

—_ 7 —




APPENDIX | EXPLANATORY STATEMENT

The Directors are not aware of any consequences which could arise under the Hong
Kong Code on Takeovers and Mergers (the “Takeover Code”) as a consequence of any
repurchases pursuant to the Repurchase Mandate. As at 17 March 2005 (the latest
practicable date prior to the printing of this circular), The Hongkong and Shanghai
Banking Corporation Limited beneficially owned Shares representing 62.14 per cent
of the issued share capital of the Bank. If the Directors were to exercise the
Repurchase Mandate in full, such Shares would represent approximately 69.05 per
cent of the issued share capital of the Bank. Such an increase would not give rise to
an obligation to make a mandatory offer under Rule 26 of the Takeover Code.

No purchase has been made by the Bank of its Shares in the six months prior to the
date of this circular (whether on the Stock Exchange or otherwise).

The Hongkong and Shanghai Banking Corporation Limited, the immediate holding
company of the Bank, has undertaken not to sell any Shares to the Bank under the
Repurchase Mandate if the Repurchase Mandate is approved by shareholders and
exercised by the Directors. Save as aforesaid, no connected person (as defined in the
Listing Rules) has notified the Bank that he ‘or she has a present intention to sell
Shares to the Bank, or has undertaken not to sell any Shares to the Bank, if the
Repurchase Mandate is approved by shareholders.

SHARE PRICES

The highest and lowest prices at which the Shares have traded on the Stock Exchange
during each of the previous twelve months were as follows:

Highest Lowest

HK$ HKS$

March 2004 111.50 97.00
April 2004 102.00 96.75
May 2004 100.50 94.75
June 2004 102.00 97.75
July 2004 101.00 98.00
August 2004 105.00 98.75
September 2004 106.00 102.50
October 2004 105.50 102.00
November 2004 109.50 103.50
December 2004 110.00 107.00
January 2005 108.50 103.00
February 2005 107.50 104.00




APPENDIX Il PARTICULARS OF DIRECTORS

Particulars of the retiring Directors subject to re-election at the Annual General Meeting
are set out below:

Mr CHAN Cho Chak John ass, JP

Mr Chan, aged 61, is an independent non-executive Director and the Chairman of the
Remuneration Committee of the Bank. He is also Managing Director of The Kowloon
Motor Bus Holdings Limited, The Kowloon Motor Bus Company (1933) Limited and Long
Win Bus Company Limited, a non-executive Director and Chairman of RoadShow Holdings
Limited, an independent non-executive director of Guangdong Investment Limited,
Deputy Chairman of The Hong Kong Jockey Club, Chairman of the Council of the Hong
Kong University of Science and Technology, and Vice Patron and Campaign Committee
Co-Chairman of The Community Chest of Hong Kong. Formerly also an independent
non-executive director of Hong Kong Exchanges and Clearing Limited from 2000 to 2003.
Save as disclosed herein, Mr Chan has not held any directorships in other Hong Kong listed
public companies during the last three years.

Mr Chan was a former member of the Hong Kong Civil Service from 1964 to 1978 and from
1980 to 1993. He held key posts in Government including Private Secretary to the
Governor, Deputy Secretary (General Duties), Director of information Services, Deputy
Chief Secretary, Secretary for Trade and Industry and Secretary for Education and
Manpower. He was awarded the Gold Bauhinia Star by the HKSAR Government in July
1999.

Save as disclosed herein, Mr Chan does not hold any other positions of the Bank and its
subsidiaries. Mr Chan has no relationship with any Directors, senior management or
substantial or controlling shareholders of the Bank. As at 17 March 2005 (the latest
practicabie date prior to the printing of this circular), Mr Chan was interested in 1,000
shares in the Bank within the meaning of Part XV of the Securities and Futures Ordinance.
These shares were held by a trust of which Mr and Mrs Chan are beneficiaries.

Mr Chan will receive Directors’ fees as approved from time to time by shareholders at the
Annual General Meetings of the Bank, currently being HK$80,000 per annum. There is no
service contract signed between the Bank and Mr Chan. Mr Chan is not appointed for
specific term.

Dr CHENG Yu Tung DPMS, DBA(Hon), LLD(Hon), DSSc(Hon)

Dr Cheng, aged 79, is an independent non-executive Director of the Bank. He is also
Chairman of New World Development Company Limited, Managing Director of Chow Tai
Fook Jewellery Company Limited and a Director of Shun Tak Holdings Limited. Save as
disclosed herein, Dr Cheng has not held any directorships in other Hong Kong listed public
companies during the last three years.

Save as disclosed herein, Dr Cheng does not hold any other positions of the Bank and its
subsidiaries. Dr Cheng has no relationship with any Directors, senior management or
substantial or controliing shareholders of the Bank. He does not have any interests in the
shares of the Bank within the meaning of Part XV of the Securities and Futures Ordinance.
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Dr Cheng will receive Directors’ fees as approved from time to time by shareholders at the
Annual General Meetings of the Bank, currently being HK$80,000 per annum. There is no
service contract signed between the Bank and Dr Cheng. Dr Cheng is not appointed for
specific term.

Dr CHEUNG Kin Tung Marvin DBA(Hon), SBS, OBE, JP

Dr Cheung, aged 57, is an independent non-executive Director and a Member of the Audit
Committee of the Bank. Dr Cheung is Chairman of the Listing Committee of the Main
Board and GEM of The Stock Exchange of Hong Kong Limited, Board Member of the
Airport Authority Hong Kong, Member of the Exchange Fund Advisory Committee of the
Hong Kong Monetary Authority, Member of the Greater Pearl River Delta Business
Council, Vice-Chairman of the Council of the Hong Kong University of Science and
Technology and Council Member of the Open University of Hong Kong.

Dr Cheung is also an independent non-executive Director of both HKR International
Limited and Shui On Construction and Materials Limited. Save as disclosed herein, Dr
Cheung has not held any directorships in other Hong Kong listed public companies during
the last three years.

He is a Fellow of the Institute of Chartered Accountants in England and Wales, and the
Hong Kong Institute of Certified Public Accountants. He joined KPMG Hong Kong in 1969
and was admitted into the partnership in 1974. He was elected the Chairman and Chief
Executive Officer of KPMG Hong Kong from October 1996 to March 2003 and retired on
31 March 2003,

Save as disclosed herein, Dr Cheung does not hold any other positions of the Bank and its
subsidiaries. Dr Cheung has no relationship with any Directors, senior management or
substantial or controlling shareholders of the Bank. He does not have any interests in the
shares of the Bank within the meaning of Part XV of the Securities and Futures Ordinance.

Dr Cheung will receive Directors’ fees as approved from time to time by shareholders at
the Annual General Meetings of the Bank, currently being HK$80,000 per annum. There
is no service contract signed between the Bank and Dr Cheung. Dr Cheung is not
appointed for a specific term.

Dr LO Hong Sui Vincent GBS, JP

Dr Lo, aged 56, is a non-executive Director of the Bank. He is Chairman and Chief
Executive of Shui On Group, Chairman and Chief Executive Officer of Shui On Land
Limited, Director of Great Eagle Holdings Limited, an independent non-executive Director
of China Telecom Corporation Ltd, Member of The Tenth National Committee of Chinese
People’s Political Consultative Conference, Vice Chairman of All-China Federation of
Industry & Commerce, Honorary Life President of Business and Professionals Federation of
Hong Kong, President of Shanghai-Hong Kong Council for the Promotion and
Development of Yangtze, Economic Adviser to the Chongging Municipal Government and
Court Member of the Hong Kong University of Science and Technology. Save as disclosed
herein, Dr Lo has not held any directorships in other Hong Kong listed public companies
during the last three years.
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Dr Lo was awarded the Gold Bauhinia Star by the HKSAR Government in July 1998, a
recipient of the Businessman of the Year award in the Hong Kong Business Awards 2001
and awarded Director of the Year in the category of Listed Company Executive Directors
by The Hong Kong Institute of Directors in 2002.

Save as disclosed herein, Dr Lo does not hold any other positions of the Bank and its
subsidiaries. Dr Lo has no relationship with any Directors, senior management or
substantial or controlling shareholders of the Bank and does not have any interests in the
shares of the Bank within the meaning of Part XV of the Securities and Futures Ordinance.

Dr Lo will receive Directors’ fees as approved from time to time by shareholders at the
Annual General Meetings of the Bank, currently being HK$80,000 per annum. There is no
service contract signed between the Bank and Dr Lo. Dr Lo is not appointed for a specific
term.

Mr POON Chung Yin, Joseph

Mr Poon, aged 50, is Executive Director and Deputy Chief Executive and a Member of the
Executive Committee of the Bank. He is also a Director of Hang Seng Bank (Trustee)
Limited, a wholly-owned subsidiary of the Bank. Mr Poon is a Member of the Institute of
Chartered Accountants in Australia and the Hong Kong Institute of Certified Public
Accountants. He has not held any directorships in Hong Kong listed public companies
during the last three years.

Mr Poon joined HSBC in 1988 as Deputy Managing Director of Wayfoong Shipping Services
Limited (HSBC's shipping financing arm in Asia), and was appointed as Managing Director
a year later. He held a wide variety of posts and was appointed Senior Executive,
Commercial Banking of The Hongkong and Shanghai Banking Corporation Limited in
January 2003.

After obtaining a Bachelor of Commerce degree from the University of Western Australia,
Mr Poon joined Arthur Andersen & Co. in 1976 and was qualified as a Chartered
Accountant in Australia. He left Arthur Andersen in 1981 to further his career in a number
of internationally renowned financial institutions.

Save as disclosed herein, Mr Poon does not hold any other positions of the Bank and its
subsidiaries. He has no relationship with any Directors, senior management, substantial
shareholder or controlling shareholder of the Bank. As at 17 March 2005 (the latest
practicable date prior to the printing of this circular), Mr Poon was interested in 5,000
shares in the Bank within the meaning of Part XV of the Securities and Futures Ordinance.
These shares were held by Mr Poon personally.

Mr Poon will receive Directors’ fees as approved from time to time by shareholders at the
Annual General Meetings of the Bank, currently being HK$80,000 per annum. Mr Poon
will also receive an annual salary of HK$2.90 million and be entitled to a discretionary
bonus. This has been determined with reference to the remuneration policy of the Bank.
There is no service contract signed between the Bank and Mr Poon. Mr Poon is not
appointed for specific term.
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NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the Annual General Meeting of the Shareholders of the Bank
will be held at the Penthouse of Hang Seng Bank Headquarters, 83 Des Voeux Road
Central, Level 24, Hong Kong on Thursday, 21 April 2005 at 3:30 pm to transact the
following ordinary business:

(1) to receive and consider the Statement of Accounts and the Reports of the Directors
and of the Auditors for the year ended 31 December 2004;

(2) to elect Directors:
(a) Mr John C C.Chan;
{b) Dr YT Cheng;
{(¢) Dr Vincent HS Lo;
(d) Dr Marvin K T Cheung; and
(e) Mr Joseph CY Poon;
(3) to fix the remuneration of the Directors and Members of Audit Committee;
(4) to reappoint the Auditors and to authorise the Directors to fix their remuneration;

and, by way of special business, to consider and, if thought fit, pass the following
Resolution as a Special Resolution:

(5) “THAT, with effect from the conclusion of the Annual General Meeting of the
Company at which this resolution is passed, the existing Articles of Association of the
Company be and are hereby altered by:-

(A) in Article 11:-

(1) deleting the words “two months” in the first sentence thereof and
substituting therefor the words “ten business days”;

(2) deleting the words “(unless the conditions of issue provide otherwise)” in
the first sentence thereof and substituting therefor the words “(or within
such other period as the conditions of issue shall provide or within such
other period as The Stock Exchange of Hong Kong Limited may from time
to time prescribe in The Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited)”; and

(3) adding at the end thereof the sentence “In this Article, “business day”
means any day on which a recognized stock market (as defined in the
Companies Ordinance) is open for the business of dealing in securities.”;




NOTICE OF ANNUAL GENERAL MEETING

(B)

Q)

(D)

(E)

(F)

in Article 27, by deleting the words “on which the Company has a lien” in the
first sentence and substituting therefor the words “(a) on which the Company
has a lien or (b) in favour of more than four joint transferees or (c) in favour of
a minor or a person of unsound mind or under other legal disability or (d) which
has not been duly stamped (if required).”;

in Article 60, by deleting the words “half an hour” in the first and the second
sentences thereof and substituting therefor the words “fifteen minutes” and by
deleting the word “Board” in the second sentence thereof and substituting
therefor the words “Chairman (or in default, the Board)”;

in Article 69, adding the following at the end thereof:-

“Where any member is, under the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited as amended from time to time,
required to abstain from voting on any particular resolution or restricted to
voting only for or only against any particular resolution, any votes cast by or on
behalf of such member in contravention of such requirement or restriction shall
not be counted.”;

in Article 80, deleting the words “Securities (Clearing Houses) Ordinance
(Chapter 420 of the Laws of Hong Kong)” in the second sentence thereof, and
substituting therefor the words “Securities and Futures Ordinance (Chapter 571
of the Laws of Hong Kong)”;

deleting Article 86 in its entirety and substituting therefor the following:-

“(a) (i} A Director may be appointed by the Board to any other office or place
of profit under the Company, except that of Auditor, for such period
on such terms and at such remuneration (by way of salary, percentage
of profits, pension, superannuation or otherwise) as the Board may
determine, and such remuneration shall be charged as part of the
Company’s ordinary working expenses. A Director may vote as a
Director in regard to the appointment or continuance in any such
office as is mentioned in this Article of any other Director and in
regard to the remuneration (including any pension, superannuation or
other rights) of such other Director in respect thereof notwithstanding
that he may be regarded as interested in the matter by reason that he
himself also holds or may be about to hold another such office and any
Director may vote as a Director in regard to any matter relating to any
superannuation or pension fund notwithstanding that he may himself
be or be about to become a member of or contributor to such fund. A
Director may not vote on his own appointment or the arrangement of
the terms thereof.

(ii) A Director notwithstanding his interest may be counted in the quorum
present at any meeting whereat he or any other Director is appointed
to hold any such office or place of profit under the Company or
whereat the terms of any such appointment are arranged or whereat
any contract in which he is interested is considered.
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(b)

()

No Director or intending Director shall be disqualified by his office from
contracting with the Company either as vendor, purchaser or otherwise, nor
shall any such contract or any contract or arrangement entered into by or
on behalf of the Company in which any Director is in any way directly or
indirectly interested be liable to be avoided, nor shall any Director so
contracting or being so interested be liable to account to the Company for
any profit realised by any such contract or arrangement by reason of such
Director holding that office, or of the fiduciary relation thereby
established, but the nature of his interest must be declared by him at the
meeting of the Board at which the question of entering into the contract or
arrangement is first taken into consideration, or if the Director was not at
the date of that meeting interested in the proposed contract or
arrangement, then at the next meeting of the Board held after he became
so interested, and in a case where the Director becomes interested in a
contract or arrangement after it is made, then at the first meeting of the
Board held after he becomes so interested.

A Director shall not vote or be counted in the quorum in respect of any
contract, arrangement, transaction or other proposal in which he or his
associate(s) is/are materially interested, and if he shall do so his vote shall
not be counted, but this prohibition shall not apply to:-

(1) the giving of any security or indemnity either:-

(i) to the Director or his associate(s) in respect of money lent or
obiigations incurred or undertaken by him or any of them at the
request of or for the benefit of the Company or any of its
subsidiaries; or

(ii) to athird party in respect of a debt or obligation of the Company
or any of its subsidiaries for which the Director or his associate(s)
has himself/themselves assumed responsibility in whole or in part
and whether alone or jointly under a guarantee or indemnity or
by the giving of security; and/or

(I) any proposal concerning an offer of shares or debentures or other
securities of or by the Company or any other company which the
Company may promote or be interested in for subscription or purchase
where the Director or his associate(s) is/are or is/are to be interested as
a participant in the underwriting or sub-underwriting of the offer;
and/or

(1) any proposal concerning any other company in which the Director or
his associate(s) is/are interested only, whether directly or indirectly, as
an officer or executive or shareholder or in which the Director or his
associate(s) is/are beneficially interested in shares or securities of that
company, provided that the Director and any of his associates are not
in aggregate beneficially interested in five per cent or more of the
issued shares or securities of any class of such company (or of any third
company through which his interest or that of his associates is derived)
or of the voting rights; and/or
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(IV) any proposal or arrangement concerning the benefit of employees of

(V)

"

(mn

(nn

the Company or any of its subsidiaries including:-

(i) the adoption, modification or operation of any employees’ share
scheme or any share incentive or share option scheme under
which the Director or his associate(s) may benefit; or

(ii) the adoption, modification or operation of a pension fund or
retirement, death or disability benefits scheme which relates both
to Directors, his associates and employees of the Company or any
of its subsidiaries and does not provide in respect of any Director,
or his associate(s), as such any privilege or advantage not
generally accorded to the class of persons to which such scheme or
fund relates; and/or

any contract or arrangement in which the Director or his associate(s)
is/are interested in the same manner as other holders of shares or
debentures or other securities of the Company by virtue only of
his/their interest in shares or debentures or other securities of the
Company.

A company shall be deemed to be a company in which a Director and/or
his associate(s) owns five per cent or more if and so long as (but only
if and so long as) he and/or his associate(s) (either directly or
indirectly) is/are the holders of or beneficially interested in five per
cent or more of any class of the equity share capital of such company
or of the voting rights available to members of such company (or any
third company through which his/their interest or that of any of his
associates is derived) or of the voting rights of any class of shares
available to shareholders of such company. For the purpose of this
paragraph there shall be disregarded any shares held by a Director or
his associate(s) as bare or custodian trustee and in which he or any of
them has no beneficial interest, any shares comprised in a trust in
which the interest of the Director or his associate(s) is/are in reversion
or remainder if and so long as some other person is entitled to receive
the income thereof, and any shares comprised in an authorised unit
trust scheme in which the Director or his associate(s) is interested only
as a unit holder and any shares which carry no voting right at general
meetings and very restrictive dividend and return of capital right.

Where a company in which a Director and/or his associate(s) holds five
per cent or more of any class of the equity share capital of such
company or of the voting rights of any class of shares available to
shareholders of the Company is/are materially interested in a
transaction, then that Director shall also be deemed materially
interested in such transaction.

If any question shall arise at any meeting of the Board as to the

materiality of the interest of a Director (other than the chairman of
the meeting) or his associate(s) or as to the entitlement of any Director
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(@)

(H)

{other than such chairman) to vote or be counted in the quorum and
such question is not resolved by his voluntarily agreeing to abstain
from voting or not to be counted in the quorum, such question shall be
referred to the chairman of the meeting and his ruling in relation to
such other Director or his associate(s) shall be final and conclusive
except in a case where the nature or extent of the interest of the
Director or his associate(s) concerned as known to such Director has
not been fairly disclosed to the Board. If any question as aforesaid shall
arise in respect of the chairman of the meeting or his associate(s) such
guestion shall be decided by a resolution of the Board (for which
purpose such chairman and any of the other directors present who are
materially interested in the contract or arrangement or transaction in
guestion shall be counted in the quorum but shall not vote thereon)
and such resolution shall be final and conclusive except in a case where
the nature or extent of the interest of such chairman or his associate(s)
as known to such chairman has not been fairly disclosed to the Board.

(e) A general notice in writing given to the Board by any Director to the effect
that he is a member of any specified company or firm, and is to be regarded
as interested in any contract or arrangement which may thereafter be made
with that company or firm, shall (if such Director shall give the same at a
meeting of the Board or shall take reasonable steps to secure that the same
is brought up and read at the next meeting of the Board after it is given)
be deemed a sufficient declaration of interest in relation to any contract or
arrangement so made.

(f) In this Article, "associate” in relation to any Director has the meaning
ascribed to it under the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited as amended from time to time.”;

by deleting Article 95 in its entirety and substituting therefor the following:-

“The Board may from time to time appoint one or more Directors to the office
of Managing Director for such period and for such terms as it thinks fit and,
subject to the terms of any agreement in any particular case, may revoke such
appointment. A Director so appointed shall be subject to the same provisions as
to rotation, resignation and removal as the other Directors, and his appointment
shall be automatically determined if he ceases from any cause to be a Director.”;

in Article 100, adding the following sentence:-

“In addition, there shall also be required to retire by rotation any Director who
at an annual general meeting of the Company shall have been a Director at each
of the preceding two annual general meetings of the Company and who was not
elected or re-elected at either such annual general meeting and who has not
otherwise ceased to be a Director (either by resignation, retirement, removal or
otherwise) and been re-elected by general meeting of the Company at or since
either such annual general meeting.”;
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)

()

(K)

(L)

(M)

(N)

in Article 104, deleting all the words appearing after the word "unless” when it
appears the second time in the Article and substituting therefor the following:-

“notice in writing signed by a member duly qualified to attend and vote at the
meeting for which such notice is given of his intention to propose such person
for election as a Director and notice in writing by that person of his willingness
to be elected shall be given to the Company at the Office in the period
commencing no earlier than the day after the despatch of the notice of the
meeting appointed for such election and ending no later than seven days prior
to the date of such meeting, provided that such period shall be at least seven
days.”;

by deleting Article 114 in its entirety and substituting therefor the following:-

“The Directors may meet together for the despatch of business, adjourn, and
otherwise regulate their meetings and proceedings, as they think fit, and may
determine the quorum necessary for the transaction of business. Until otherwise
determined, the queorum shall be three persons, each being a Director or an
alternate Director.”;

adding the following new Article 118A after the existing Article 118:-

“118A. Any Director or his alternate may validly participate in a meeting of
the Board or a committee of the Board through the medium of
conference telephone or similar form of communication equipment,
provided that all persons participating in the meeting are able to hear
and speak to each other throughout such meeting. A person so
participating shall be deemed to be present in person at the meeting
and shall accordingly be counted in a quorum and be entitled to vote.
Such a meeting shall be deemed to take place where the largest group
of those participating is assembled or, if there is no group which is
larger than any other group, where the Chairman of the meeting then
is.”;

in Article 120, deleting all the words after the words “as if done by the
Directors” in the third line thereof;

in Article 136, adding the foliowing at the end thereof:-

"Any such dividend, interest or other sum may also be paid by any other method
{including direct debit or autopay or bank transfer) as the Board considers
appropriate.”;

deleting Article 138 in its entirety and substituting therefor with the following:-

“138. (a) All dividends or bonuses unclaimed may be invested or otherwise made
use of by the Board for the benefit of the Company until claimed and
the Company shall not be constituted a trustee in respect thereof. All
dividends or bonuses unclaimed for six years after having been
declared may be forfeited by the Board and shall revert to the
Company.
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(b) ¥ any cheques, warrants or orders for dividends or other moneys
payable in respect of a share sent by the Company to the person
entitled thereto are returned to the Company or left uncashed on two
consecutive occasions, the Company shall not be obliged to send any
dividends or other moneys payable in respect of that share due to that
person until he notifies the Company of an address to be used for the
purpose.”;

(O) adding the following new Article 139A after the existing Article 139:-

"UNTRACED MEMBERS

"139A.(a) The Company shall be entitled to sell any share of a member, or any
share to which a person is entitled by transmission, if and provided
that:-

(0

(ii)

(iii)

(iv)

during the period of twelve years prior to the date of the
publication of the advertisements referred to in sub-paragraph (ii)
below (or, if published on different dates, the earlier or earliest
thereof) no cheque, order or warrant in respect of such share sent
by the Company through the post in a pre-paid envelope
addressed to the member or to the person entitled by
transmission to the share, at his address on the register or other
last known address given by the member or person to which
cheques, orders or warrants in respect of such share are to be sent
has been cashed and the Company has received no
communications in respect of such share from such member or
person, provided that during such period of twelve years the
Company has paid at least three dividends (whether interim or
final) and no dividend in respect of such share has been claimed
by the person entitled to it;

on expiry of the said period of twelve years the Company has
given notice of its intention to sell such share by advertisements
appearing in English in one English language daily newspaper and
in Chinese in one Chinese language daily newspaper (provided
that the aforesaid daily newspapers shall be included in the list of
newspapers issued and published in the Hong Kong Government
Gazette for the purpose of section 71A of the Companies
Ordinance);

the said advertisements, if not published on the same day, shall
have been published within thirty days of each other;

during the further period of three months following the date of
publication of the said advertisements (or, if published on
different dates, the later or latest thereof) and prior to the
exercise of the power of sale the Company has not received any
communication in respect of such share from the member or
person entitled by transmission; and
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(b)

(c)

(d)

(e)

(v) if shares of the class concerned are listed or dealt in on any stock
exchange, the Company has given notice to that exchange of its
intention to make such sale.

The manner, timing and terms of any sale of shares pursuant to this
Article (including but not {imited to the price or prices at which the
same is made) shall be such as the Board determines, based upon
advice from such bankers, brokers or other persons as the Board
considers appropriate consulted by it for the purposes, to be
reasonably practicable having regard to all the circumstances including
the number of shares to be disposed of and the requirement that the
disposal be made without delay; and the Board shall not be liable to
any person for any of the consequences of reliance on such advice.

To give effect to any sale of shares pursuant to this Article the Board
may authorise some person to transfer the shares in question and may
enter the name of the transferee in respect of the transferred shares in
the register notwithstanding the absence of any share certificate being
lodged in respect thereof and may issue a new certificate to the
transferee and an instrument of transfer executed by that person shali
be as effective as if it had been executed by the holder of, or person
entitled by transmission to, the shares. The purchaser shall not be
bound to see to the application of the purchase moneys nor shall his
title to the shares be affected by any irregularity or invalidity in the
proceedings relating to the sale.

if during the period of twelve years referred to in paragraph (a) of this
Article, or during any period ending on the date when all the
requirements of sub-paragraphs (i) to (iv) of paragraph (a) of this
Article have been satisfied, any additional shares have been issued in
respect of those held at the beginning of, or previously so issued
during, any such period and all the requirements of sub-paragraphs (ii)
to {iv) of paragraph (a) of this Article have been satisfied in regard to
such additional shares, the Company shall also be entitled to sell the
additional shares.

The Company shall account to the member or other person entitled to
such share for the net proceeds of such sale by carrying all moneys in
respect thereof to a separate account. The Company shall be deemed
to be a debtor to, and not a trustee for, such member or other person
in respect of such moneys. Moneys carried to such separate account
may either be employed in the business of the Company or invested in
such investments as the Board may from time to time think fit. No
interest shall be payable to such member or other person in respect of
such moneys and the Company shall not be required to account for any
money earned on them.”;
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(P) adding the following new Article 140A after the existing Article 140:-
"RECORD DATES

“"140A. Notwithstanding any other provision of these Articles but without
prejudice to the rights attached to any shares and subject always to the
Ordinance, the Company or the Board may by resolution specify any
date (the “record date”) as the date at the close of business (or such
other time as the Board may determine) on which persons registered as
the holders of shares or other securities shall be entitled to receipt of
any dividend, distribution, interest, allotment, issue, notice,
information, document or circular and such record date may be on or
at any time before the date on which the same is paid or made or (in
the case of any dividend, distribution, interest, allotment or issue) at
any time before or after the same is recommended, resolved, declared
or announced but without prejudice to the rights inter se in respect of
the same of transferors and transferees of any such shares or other
securities. Different dates may be fixed as record dates in respect of
shares registered on different registers.”;

(Q) renumbering the existing Article 151 as Article 151(a) and adding the following
new paragraphs (b) and (c):-

"(b) The Company may purchase and maintain for the Managing Directors,
Directors, Auditors, Secretary and other Officers for the time being of the
Company:-

(i) insurance against any liability to the Company, a related company or
any other party in respect of any negligence, default, breach of duty or
breach of trust (save for fraud) of which he may be guilty in relation to
the Company or a related company; and

(ii) insurance against any liability incurred by him in defending any
proceedings, whether civil or criminal, taken against him for any
negligence, default, breach of duty or breach of trust (including fraud)
of which he may be guilty in relation to the Company or a related
company.

(c) In this Article, “related company”, in relation to the Company, means any
company that is the Company's subsidiary or holding company or a
subsidiary of that company’s holding company.”;

(R) adding the following new Article 154 after the existing Article 153:-

“154. In the event of a winding-up of the Company in Hong Kong, every
member of the Company who is not for the time being in Hong Kong
shall be bound, within fourteen days after the passing of an effective
resolution to wind up the Company voluntarily, or within the like period
after the making of an order for the winding-up of the Company, to serve
notice in writing on the Company appointing some person resident in
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Hong Kong upon whom all summonses, notices, processes, orders and
judgments in relation to or under the winding-up of the Company may be
served, and in default of such nomination, the liquidator of the Company
shall be at liberty on behalf of such member to appoint some such
person, and service upon any such appointee, whether appointed by the
member or the liquidator, shall be deemed to be good personal service
on such member for all purposes, and, where the liquidator makes any
such appointment, he shall, with all convenient speed, give notice
thereof to such member by advertisement in the Hong Kong Government
Gazette or by a registered letter sent through the post and addressed to
such member at his address as mentioned in the register, and such notice
shall be deemed to be served on the day on which the advertisement
appears or the letter is posted.”;

and, by way of special business, to consider and, if thought fit, pass the following
Resolutions as Ordinary Resolutions:

(6) "THAT

(a)

()

subject to paragraph (b) below, the exercise by the Directors of the Company
during the Relevant Period of all the powers of the Company to purchase shares
of the Company be and is hereby generally and unconditionally approved;

the aggregate nominal amount of shares which may be purchased on The Stock
Exchange of Hong Kong Limited or any other stock exchange recognised for this
purpose by the Securities and Futures Commission of Hong Kong and The Stock
Exchange of Hong Kong Limited under the Hong Kong Code on Share
Repurchases pursuant to the approval in paragraph (a) above shall not exceed 10
per cent of the aggregate nominal amount of the share capital of the Company
in issue at the date of passing this Resolution, and the said approval shall be
limited accordingly;

for the purpose of this Resolution "Relevant Period” means the period from the
passing of this Resolution until whichever is the earlier of:

(i) the conclusion of the next Annual General Meeting of the Company;

(ii) the expiration of the period within which the next Annual General Meeting
of the Company is required by the Companies Ordinance to be held; and

(iii) the revocation or variation of the authority given under this Resolution by
ordinary resolution of the shareholders in general meeting.”; and
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(7)

"THAT

(a)

(b)

(o)

(d)

subject to paragraph (¢} below, pursuant to Section 57B of the Companies
Ordinance, the exercise by the Directors of the Company during the Relevant
Period of all the powers of the Company to allot, issue and deal with additional
shares in the capital of the Company and to make or grant offers, agreements
and options which might require the exercise of such power be and is hereby
generally and unconditionally approved;

the approval in paragraph (a) shall authorise the Directors of the Company
during the Relevant Period to make or grant offers, agreements and options
which might require the exercise of such power after the end of the Relevant
Period;

the aggregate nominal amount of share capital allotted or agreed conditionally
or unconditionally to be allotted (whether pursuant to an option or otherwise)
by the Directors of the Company pursuant to the approval in paragraph (a),
otherwise than pursuant to (i) a Rights Issue, (ii) the exercise of rights of
subscription or conversion under the terms of any warrants issued by the
Company or any securities which are convertible into shares of the Company, (iii)
any option scheme or similar arrangement for the time being adopted for the
grant or issue to officers and/or employees of the Company and/or any of its
subsidiaries of shares or rights to acquire shares of the Company or (iv) any scrip
dividend or similar arrangement providing for the allotment of shares in lieu of
the whole or part of a dividend on shares of the Company in accordance with the
Articles of Association of the Company, shall not exceed, where the shares are
to be allotted wholly for cash, 5 per cent and in any event 20 per cent of the
aggregate nominal amount of the share capital of the Company in issue at the
date of passing this Resolution, and the said approval shall be limited
accordingly; and

for the purposes of this Resolution:

“Relévant Period” means the period from the passing of this Resolution until
whichever is the earlier of:

(i) the conclusion of the next Annual General Meeting of the Company;

(ii) the expiration of the period within which the next Annual General Meeting
of the Company is required by the Companies Ordinance to be held; and

(iii) the revocation or variation of the approval given by this Resolution by
ordinary resolution of the shareholders in general meeting; and

— 22 —




NOTICE OF ANNUAL GENERAL MEETING

“Rights Issue” means an offer of shares open for a period fixed by the Directors
of the Company to holders of shares of the Company or any class thereof on the
register on a fixed record date in proportion to their then holdings of such
shares or class thereof (subject to such exclusion or other arrangements as the
Directors of the Company may deem necessary or expedient in relation to
fractional entitlements or having regard to any restrictions or obligations under
the laws of, or the requirements of any recognised regulatory body or any stock
exchange in, any territory outside Hong Kong).”

By Order of the Board

K W Ma
Secretary

Hong Kong, 28 February 2005
Notes:

1. A shareholder entitled to attend and vote at the Meeting is entitled to appoint one or more
proxies to attend and (on a poll) vote instead of the shareholder; a proxy need not also be a
shareholder of the Bank.

2. The Directors of the Bank have declared a fourth interim dividend of HK$1.90 per share. The
Register of Shareholders of the Bank will be closed on Wednesday, 16 March 2005, during
which no transfer of shares can be registered. To qualify for the fourth interim dividend, all
transfers, accompanied by the relevant share certificates, must be lodged with the Bank’s
Registrars, Computershare Hong Kong Investor Services Limited, Shops 1712-1716, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, for registration not later than
4:00 pm on Tuesday, 15 March 2005. The fourth interim dividend will be payable on Thursday,
24 March 2005 to shareholders on the Register of Shareholders of the Bank on Wednesday, 16
March 2005.

3. The biographical details of all the Directors to be elected or re-elected at the Meeting are
provided in the “Biographical details of Directors and senior management” section of the
Annual Report for 2004 and also Appendix Il to a circular of which this notice forms part.

4. Inrelation to Agenda item No. 3, the fees for the Bank’s Directors were last increased in 1995.
Having regard to recent developments in corporate governance and reporting obligations, and
the expansion of the Bank’s business, which continue to increase the commitment required of
Directors and Members of Audit Committee, it is proposed that the Directors’ fees be increased
and fees be paid to Members of Audit Committee. The fees of the Chairman, Vice-Chairman
and each of the Directors respectively are proposed to be increased to HK$200,000 (2004:
HK$135,000) per annum, HK$150,000 (2004: HK$100,000) per annum and HK$125,000 (2004:
HK$80,000) per annum respectively effective as from 1 January 2005. Additional fees of
HK$100,000 per annum and HK$70,000 per annum are proposed to be paid to the Chairman
and each of the Members of the Audit Committee of the Bank respectively for duties assigned
to and service provided by them as Members of Audit Committee effective as from 1 January
2005. In addition, subject to the shareholders’ approval of Resolution 5 in the Notice of the
Meeting, the provision to remunerate members of a committee of the Board subject to the



NOTICE OF ANNUAL GENERAL MEETING

consent of the shareholders in general meeting as presently set out in Article 120 of the Bank
will be removed such that any special duties assigned to or service provided by them outside
their ordinary duties as Directors, such as duties or service as Members of Audit Committee,
will be remunerated as determined by the Board according to Article 83 of the Bank.

The Bank’s Articles of Association are written in English. There is no official Chinese translation
in respect thereof. Therefore, the Chinese version of Resolution 5 on amendments of the
Bank’s Articles of Association is a translation only. Should there be any discrepancies, the

English version will prevail.

The purpose of Resolution 5 js to bring the Bank’s Articles of Association in line with, among
others, various provisions in the Securities and Futures Ordinance, the Companies
(Amendment) Ordinance 2003, the amendments to Appendix 3 of the Rules Governing the
Listing of Securities on the Stock Exchange (“Listing Rules”) and the Code on Corporate
Governance Practices contained in Appendix 14 of the Listing Rules which came into effect on

1 January 2005.

In accordance with Article 63 of the Bank’s Articles of Association, every resolution put to the
vote of the Meeting shall be decided on a show of hands, unless before or upon the
declaration of the result of the show of hands, a poll is demanded by (i) the Chairman, or (ii)
at least two shareholders present in person or by proxy for the time being entitled to vote at
the Meeting, or (iii) a shareholder or shareholders representing not less than 10 per cent of the
total voting rights of all the shareholders having the right to vote at the Meeting, or (iv) by
a shareholder or shareholders holding shares conferring a right to vote at the Meeting being
shares on which an aggregate sum has been paid up equal to not less than 10 per cent of the
total sum paid up on all the shares conferring that right. In accordance with Article 64 of the
Bank's Articles of Association, if a poll be demanded in manner aforesaid, it shall be taken at
such time and place, and in such manner, as the Chairman shall direct (including the use of
ballot or voting papers or tickets), and the result of the poll shall be deemed to be the
resolution of the Meeting at which the poll was demanded.

As a good corporate governance practice, the Chairman intends to demand a poll on each of

the resolutions set out in the notice of the Meeting in accordance with Article 63 of the Bank’s
Articles of Association.
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